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Court of Appeals of the District of Columbia. 


No. 3962. 

United States of America at the Relation of the St. Louis South¬ 
western Railway Co., Appellant, 

vs. 

Interstate Commerce Commission et al. 


a Supreme Court of the District of Columbia. 

At Law. 

No. 67096. 

United States of America at the Relation of the St. Louis 
» Southwestern Railway Company, Relator, 

against 

Interstate Commerce Commission of the United States, George 
B. McGinty, Charles F. Staples, Charles W. Needham, Howard M. 
Jones, Theodore P. Artaud, and Andrew Wiley, Respondents. 

► United States of America, 

District of Columbia, ss: 

Be it remembered, That in the Supreme Court of the District of 
Columbia, at the City of Washington, in said District, at the times 
I hereinafter mentioned, the following paj^ers were filed and proceed- 
I ings had, in the above-entitled cause, to wit: 


1—3962a 


2 
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b Filed October 25, 1922. 

In the Supreme Court of the District of Columbia. 

67096. 

United States of America at the Relation of the St. Louis 
Southwestern Railway Company, Relator, 

against 

Interstate Commerce Commission of the United States, George 
R. McGinty, Charles F. Staples, Charles W. Needham, Howard M. 
Jones, Theodore P. Artaud, Andrew Wiley, Respondents. 

Petition for Writ of Mandamus. 

1 In the Supreme Court of the District of Columbia. 

67096. 

United States of America at the Relation of the St. Louis 
Southwestern Railway Company, Relator, 

against 

Interstate Commerce Commission of the United States, George 
B. MeGinty, Charles F. Staples, Charles W. Needham, Howard M. 
Jones, Theodore P. Artaud, Andrew Wiley, Respondents. 

Petition for Writ of Mandamus. 

To the Supreme Court of the District of Columbia: 

Comes now the St. Louis-Southwestern Railway Company, and 
respectfully shows to the Court: 

That it is a corporation organized and doing business under and 
by virtue of the laws of the State of Missouri, is a citizen and 

2 resident of the Eastern District of Missouri, and is a common 
carrier engaged in the transportation of peraons and prop¬ 
erty by steam railroad between places in various states of the United 
States, and is subject to the Act of Congress of February 4, 1887, 
entitled “An Act to Regulate Commerce,” and acts supplemental 
thereto and amendator\^ thereof, and particularly of the act of March 
1, 1913 (39 \J. S. Statutes at Large, p. 701), Section 19a of the 
aforesaid Act to Regulate Commerce and commonly known as the 
Valuation Act. 

That respondent. Interstate Commerce Commission, is the Com¬ 
mission created by the act last mentioned and charged with certain 
duties therein imposed; respondent George B. MeGinty is secretary 
of said Commission, and respondents Charles F. Staples, Charles AV. 
Needham, Howard M. Jones and Theodore P. Artaud are citizens and 
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residents of the District of Columbia, and are the acting director, 
the solicitor, the supervising engineer and supervisor of land ap¬ 
praisals, respectively, of the Bureau of Valuation, a bureau made and 
constituted by the respondent, Interstate Commerce Commission, 
charged with the performance of the duties imposed upon said 
Commission by said section 19a of said act, and have under their 
immediate control certain records, documents and data hereinafter 
described. 

That in performance of the duties imposed upon it by the section 
last mentioned, the respondent. Interstate Commerce Commission, 
began an investigation to ascertain the value of the property of the 
relator, and on or about July 15, 1921, made public and served upon 
the relator a eertain tentative valuation, which, among other 

3 things, purported to show tlie “final” value of all property 
owned or used by relator, subject to the provisions of said act, 

which was based upon certain other findings required by law to be 
made by said Commission, to wit: The “original cost to date” of re¬ 
lator’s said property, the “cost of reproduction new” thereof, the 
“cost of reproduction less depreciation” thereof, together with the 
“original cost” of relator’s land, rights of way and terminals, the 
“present value” of the same, and the “present cost of condemnation 
and damage or of purchase in excess of such present value.” In 
compliance with the requirements of said act, the said tentative valu¬ 
ation set out a statement of the kinds of proof and the methods used 
in making said findings, by reference to the Appendix 3 of the 
Report in Texas Midland Railroad Valuation Docket 1, Valuation 
Reports 1, 108, and Appendix to the supplemental tentative valua¬ 
tion in Valuation Doeket 4, the Kansiis City Southern Railway Com¬ 
pany et al., under date of March 31, 1921, making same a part of 
said tentative valuation. 

A copy of said tentative valuation and report is hereto attached 
and made a part hereof as Exhibit 1, and the aforesaid Appendix 3 
of the Report upon the Texas Midland Railroad, and Appendix “A” 
to the Supplemental Tentative Valuation of the Kansas City South¬ 
ern Railway Company, made a part of the said tentative valuation 
and reports as aforesaid, are hereto attached and made a part hereof 
as Exhibits 2 and 3, res])cctively. 

That within the time and in the manner and form required by 
law, relator filed its protest against said tentative valuation, 

4 in which it excepted to and protested against the following 
findings, among other things therein contained: The finding 

by the Commission of the “final value” of its property, the “cost of 
reproduction new” thereof, the “cost of reproduction less deprecia¬ 
tion,” “present value” of its lands, and the “present cost of con¬ 
demnation and damage or purchase in excess of sueh present value” 
of its lands. 

That in said Exhibits 2 and 3, the respondent Commission de¬ 
scribes the evidence upon which it based its tentative findings. It 
is stated that the opinions of the experts as to costs, values, life, etc., 
were rejected as untrustworthy, and that the findings contained in 
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said tentative valuation were ba^cd upon certain underlying data 
gathered and compiled by the officers and employees of the Bureau 
of Valuation, consisting among other things of the following: 

(1) A record of purchases of materials made by carriers over the 
country as a whole, during the ten years ending June 30, 1914; 
copies of contracts for constructing railroads or parts of railroads by 
all carriers in the country during said decade; copies of the con¬ 
struction record of unnamed carriers showing the actual expendi¬ 
tures for various classes of construction work by railroads in certain 
unnamed construction projects selected by the officers of the Bureau 
of Valuation; copies of invoices and vouchers and books of carriers, 
manufacturers, dealers and jobbers over the country as a whole, of 
materials and supplies used in construction work by carriers during 
such decade; undisclosed records of earners, dealers, manufacturers 

and Federal and State Governmental departments, and pri- 

5 vate records purporting to show the ser\’ice life of various 

classes of materials and units of property constituting the 

railroad, together with a filed inspection report made in writing by 
engineers of the Bureau of Valuation showing the age of such ma¬ 
terials and units of property in relator’s railroad. These data were 
classified and from them certain data selected and from these elassi- 
fied, selected data, the officers of the Bureau of Valuation made cer¬ 
tain compilations and analyses which purport to show the ‘^average 
cost” of (a) the various materials used in construction work, (6) 
transporting such materials to the place of installation, (c) storing 
and handling it preparatory to installation, and (d) installation 
proper; the “average ratios” which “engineering expenses during 
construction,” “general expenses during construction,” and “interest 
during construction” bore to the cost of construction in projects 
selected and classified by said Bureau of Valuation, the average serv¬ 
ice life, age, etc., of the various units of property in relator’s rail¬ 
road. These compilations of data, the report states, were used by the 
Bureau of Valuation as the basis for findings of the “cost of repro¬ 
duction new” and the “cost of reproduction less depreciation” of 
relator’s property. 

(2) Field notes made by certain unnamed land appraisers, 
strangers to the communities, after an inspection of the lands, pur¬ 
porting to show (a) the classification of lands, rights of way and 
terminals owned by relator between carrier and non-carrier lands, 
and the reasons therefor; (b) zones wherein relator’s lands were of 

substantially similar character and value; (c) sales (showing 

6 seller, buver, price and terms) of similar lands in the imme¬ 
diate vicinity of relator’s lands; (d) the assessed value of 

such similar lands, with the ratio of such assessed value to actual 
value; (e) names and addres«cs of residents in the vicinity with the 
appraisers’ statement of their opinion of the value of lands in the 
vicinity of relator’s lands, and finally (/) the land apprai.'^er’s opin¬ 
ion of the unit value of relator’s lands based upon the foregoing, 
upon which data was based the “present value” of relator’s lands. 

(3) Copies of records of the carriers over the countr}^ as a whole, 
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showing: the difference between the amount paid by carriers for the 
acquisition of lands for rig;hts of way, terminals, etc., and the market 
value of such lands, which data the employees of the Bureau of 
Valuation classified, and after such classification, selected therefrom 
certain data, from which classified, selected data they determined 
certain ratios to be applied to a so-called “present value’^ of relator’s 
lands, from which was made the finding; “the present cost of con¬ 
demnation and damag;e or of purchase in excess of the present value 
of relator’s lands.” 

That all of the foreg;oing; underlying; data were reduced to writing, 
recorded and compiled by ofiiccrs and agents of the respondent. In¬ 
terstate Commerce Commission, and under the control and direction 
of the other respondents named herein as officers of its bureau of 
valuation, in the pursuance of the duty imposed upon the said re¬ 
spondent, Interstate Commerce Commission, by the aforesaid act of 
Congress requiring it to ascertain and report the tentative val- 

7 nation of relator’s propert3^ All of such underlying data so 
compiled by sueh public officers was delivered to the re¬ 
spondent Interstate Commerce Commission, and was filed with and 
is now within the possession and control of said Commission as a 
part of its records and archives. 

That the aforesaid tentative valuation and the appendices thereto 
do not go further than describe the nature of the said underlying 
data, and that said tentative valuation and the appendices do not 
disclose, and the respondent. Interstate Commerce Commission, has 
not disclosed to relator in any manner the names, addresses or 
qualifications of its subordinate officers, agents, employes, engineers, 
accountants and land appraisers who collected the aforesaid informa¬ 
tion and made compilations and analyses thereof, and who, in fact, 
reached the conclusion adopted in said tentative valuation and the 
appendices, nor the names or addresses of any of the carriers, con¬ 
tractors, dealers, manufacturers, jobbers. Federal or state govern¬ 
mental departments from whom it is alleged in said appendix that 
certain records of the contracts, invoices, vouchers and reports were 
obtained, showing or purporting to show the cost of work or labor 
involved in railroad construction during said decade, and the service 
life of the various classes of materials and units of property con¬ 
stituting relator’s railroad; nor the data contained in the aforesaid 
records of the contracts, invoices, vouchei-s, etc., purporting to show 
such information; nor the names of the land appraisers who made 
an inspection of its lands, the facts or reasons which guided said 
appraisers in the classification of relator’s lands or of zoning 

8 the same, nor of the sales or assessed value of similar lands, 
nor of the names and addresses of residents in the vicinity 

who were interviewed, nor of the opinion which said residents gave 
such appraisers as to the value of relator’s lands. 

That relator is informed, believes and charges that much of the 
said underlying data has never been verified by the respondent. 
Interstate Commerce Commission, or any of its officers and em¬ 
ployes, or any other person whatsoever; that no investigation has 
been made to ascertain whether or not such information as de- 
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scribed in said report was, in fact, given by said unknown persons, or 
w’hethor or not the persons alleged to have given it were qualified by 
experience or knowledge to furnish same, or whether or not the 
information as furnished was correctly recorded, transcribed or 
copied, or whether or not the same \vas correctly analyzed and com¬ 
piled. 

That relator further is informed, believes and charges that in 
many cases the alleged opinions and statements of records, invoices 
and vouchers were given orally and not reduced to writing by the 
persons responsible therefor; that in very few cases w^ere the same 
verified by oath, and that in many cases the information obtained 
from such unknown third persons was in the form of offhand and 
haphazard opinions and statements of fact made w’ithout sufficient 
consideration or knowledge, and made, in many cases, by men with¬ 
out experiential qualifications to make the same, and that in some 
cases opinions and facts were recorded which in fact did not exist. 

Relator can test the soundness or correctness of said tentative 
findings above set out (which findings arc by the act made prima 
facie true), based upon evidence consisting of aforesaid undcr- 

9 lying data collected from many and various sources and 
selected from other data which may or may not be relevant 

only by examining, testing and verifying the said underlying data, 
the sources from which obtained, the data rejected or omitted there¬ 
from, the fairness, justness or relevancy of its classification and 
selection, and the accuracy and fairness of the compilations thereof. 

That the aforesaid underlying data is voluminous and comprises 
several thousand pages of records and papers; and that in order to 
properly analyze the said information, as well as to investigate the 
accuracy and veracity of the same from the many sources from which 
collected, many days will be required; and that it would be impos¬ 
sible for relator to examine .said data and investigate the accuracy 
and veracity thereof after a hearing upon such tentative valuation 
ha.^ begun. 

Relator has, from time to time, demanded access to the aforesaid 
underlying data for the purpose of so testing and verifying them, 
which demand the said respondent. Interstate Commerce Commis¬ 
sion, has denied. 

That said underlying data are public records, collected and com¬ 
piled at public expense by officers and agents of the United States in 
performance of their official duties imposed by law upon them, arc 
material to the issues pending in said valuation proceeding, contain 
competent, material and necessary evidence in support of its .said 
protests, and relator avers that an inspection and examination of 
such underlying data prior to a hearing upon said protest will enable 
it to show at said hearing that the aforesaid tentative valua- 

10 tions are wholly erroneous and without basis in law or in 
fact, and that the same should be set aside and held for 

naught. 

That under the Act of Congress respondent. Interstate Commerce 
Commission, is required to fix a time for hearing its protest filed 
against the aforesaid tentative valuation, and to hear and consider 
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any matter relative and material thereto which may be presented in 
support of said protest, and that it is also required under said act to 
subpoena witnesses to attend said hearing, with such documents as 
may be specified, when demand is made therefor by relator. 

That respondents Howard ^I. Jones, Theodore P. Artaud, Andrew 
Wiley, Charles T. Staples, and Charles W. Needham are witnesses 
residing and living in the City of Washington, within the jurisdic¬ 
tion of said Commission and this Court, whose testimony is relevant 
and material to relator’s protest and who have in their possession the 
aforesaid underlying data, which data is relevant and material evi¬ 
dence in behalf of relator’s protest. 

That on July 18, 1922, the respondent Commission entered an 
order in said valuation, setting the same down for hearing at Wash^ 
ington, D. C., on September 20, 1922. ' 

That on tlie 20th day of July, 1922, it filed a motion with the said 
Interstate Commerce Commission, wherein it prayed that the Com¬ 
mission make and enter an order permitting it to examine the afore¬ 
said underlying data and to make copies, written and photographic, 
of the same, and also that tlie Commission issue a subpoena duces 
tecum to the following named otticers and employes of the 

11 Bureau of Valuation, commanding them to appear and give 
testimony at the aforesaid hearing to be held at AVashington, 

D. C., upon the protests of relator against the aforesaid tentative 
valuation, on September 2G, 1922, and commanding the said officers 
and employes, to wit, Howard M. Jones, Thomas P. Artaud, Andrew 
AViley, Charles F. Staples, and Charles AV. Needham, to bring with 
them all of the above-deseribed underlying data, reports, compila¬ 
tions, records and memoranda, and all other data and compilations 
in any way relating to the matter in issue. A copy of said motion 
is hereto attached and made a part hereof as Exhibit 4. 

That thereafter, on August 1, 1922, respondent Commission can¬ 
celed the said hearing. 

Thereafter, on the 9th day of October, 1922, respondent Inter¬ 
state Commerce Commission made and entered an order denying the 
said motion and sealing the said underlying data against all persons 
whatsoever, except employes of the Commission, which order was in 
words and figures as follows: ^ 

**Order. 

At a general session of the Interstate Commerce Commission, held 
at its oflice in AVashington, D. C., on the 9th day of October, A D. 
1922. . , 

In the matter of the request of carriers for permission to inspect 
records and data of the Bureau of Valuation. 

AVhereas, The Commission has before it the request of certain 
carriers to be permitted to examine and make copies, written and 
photographic, of the original field notes, eost data, copies of contracts, 
records of construction costs, opinions, sales, assessments and 

12 other data, reports, records and compilations of the land, 
accounting and engineering sections of the Bureau of Valua¬ 
tion, and the Commission having considered fully the representations' 
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of the carriers relative thereto, the brief submitted in support thereof, 
the character of the records and data in question, and the necessities 
of the Commission's valuation work; 

It appearing. That the opening of certain records and data of the 
Bureau of Vsduation to inspection and examination by other than 
employes of the Commission unless and until they shall have been 
offered in evidence in hearings before the Commission upon protests 
against the tentative valuations of carriers’ properties, or before a 
court of competent jurisdietion, would be detrimental to the public 
interest; would make it impossible for the Commission to secure as 
reliable and uninfluenced opinions as to land values and price and 
cost information as it can otnerwise secure; would unnecessarily pro¬ 
long the work, and greatly increase the expense thereof; and w’ould 
seriously interfere wdlh due performance of the regular duties of the 
Commission’s employes; 

It is ordered. That, until the further order of the Commission, 
office or field notations and memoranda in the Bureau of Valuation, 
and opinions or correspondence from or to any branch or employe 
thereof; land field notes; land computation sheets; cost information 
secured from manufacturers, dealers, contractors, private parties or 
carriers other than the carrie-s making the application for permis¬ 
sion to inspect; cost studies and cost analyses prepared by the em¬ 
ployes of the Bureau of Valuation, shall not be open for inspection 
by other than employes of the Commission unless and until 
13 offered in evidence either in a valuation hearing under the 
provisions of Section 19-a of the Interstate Commerce Act or 
in a court of competent jurisdiction. 

By the Commission. 

[seal.] GEORGE B. McGINTY, 

Secretary” 

That said order is unlawful and void (1) because said Commis¬ 
sion is not authorized by law’ to seal said data against relator as a 
litigant, and (2) because the reasons given in the same for so sealing 
said underlying data against the public are palpably insuttieient in 
law to warrant said action; that so far from making it impossible 
for the Commission to secure reliable and uninfluenced opinions as 
to land values and prices and cost information, a public proceeding 
wherein both parties have the opportunity to confront, examine and 
cross-examine w’itncsses, both as to facts claimed to be within their 
knowledge, and as to the basis of opinions, given, as well as their 
experiental qualifications to give such opinions, will tend far more to 
disclose reliable and trustworthy evidence than will a proceeding in 
camera, wherein the finding is based upon unknown, unverified and 
unchecked information obtained by unknown subordinate employe.^ 
of a governmental bureau from unknown and unverified source's. 
The statement that the unsealing of such public records would un¬ 
necessarily prolong the work and greatly increase the exjxjnsc thereof 
and would seriously interfere with the due performance of the 
regular duties of Commission’s employes is no justification for the 
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denial of relator’s rights to see, examine and test the evidence 

14 upon which the value of the property has been fixed, since 
neither the length of time nor the expense required to per¬ 
form in a regular, orderly and lawful manner the duties imposed 
upon it by the Valuation Act, warrants the Commission in declining 
80 to perform them. 

That relator is informed, believes and charges that the carriers, 
persons, manufacturers, jobbers and other persons mentioned and 
described as furnishing the sources of the above described data, re¬ 
side great distances apart and that it would require many days for 
the relator to ascertain whether or not said persons had given such 
information as well as to verify same and investigate the qualifica¬ 
tions of such person to give same. That the persons living in the 
vicinity of relator’s land constituting several hundred in number 
from whom its land values were obtained are scattered along its line 
throughout the States of Missouri, Arkansas, Louisiana and Texas. 
That it would further require many days to compile and analyze 
the said data and verify the compilation thereof used by the re¬ 
spondent. That delay in granting relator its right to examine said 
data in order to verify same will in time defeat the right for the 
reason that said information was obtained several years ago and 
that many of the persons from whom obtained have already died or 
removed to unknown addresses and others will continue to do so. 

That in hearings upon other tentative valuations, the Commission 
has uniformly refused to disclose similar data with reference to the 
carrier under valuation, or to permit the said officers of the Bureau 
of Valuation to be interrogated concerning same. That subsequent 
to the serv ice of the above order of October the 9th, and prior 

15 to the filing of this petition, relator inquired of said Com¬ 
mission if at the hearing to be had upon its said protest (1) 

relator would be allowed to introduce the aforesaid underlying data, 
(2) interrogate the aforesaid respondent officers of the Bureau of 
A^duation concerning the same, and (3) whether or not the Com¬ 
mission or any Bureau or other person upon its behalf would intro¬ 
duce said underlying data in evidence at said hearing, and the Chief 
Counsel for the respondent Commission for and in behalf of said 
Commission, answered “no” to each of Siiid inquiries. Therefore, 
relator charges that it will be put to trial at the hearing upon said 
})rotest without being afforded an opportunity to examine or test 
the evidence underlying the aforesaid tentative valuation 

Jxelator further charges that the refusal and failure of the re¬ 
spondent Commission to issue a subpama duces tecum as hereinbe¬ 
fore described amounts to a denial of relator’s right to have said 
Iversons summoned as witnesses and said documents produced at the 
hearing to be had upon relator’s protest, and thereby deprives it of 
the hearing to which the law entitles it and which the law requires 
the resix)ndent Commission to hold. 

That the aforesaid proceeding before the Interstate Commerce 
Commission involves determination of its property rights, and that 
the action of the respondent in denying it the opportunity of in¬ 
specting the aforesaid data prior to such hearing and in declining 
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to issue said subpoena duces tecum deprives it of the right to the 
hearing which the said Interstate Commerce Commission is required 
to hold before deciding the aforesaid issue, and that it is advised 
that it has no other adequate remedy to secure the examina- 

16 tion of such data or the attendance of such witnesses. 

Kclator, therefore, prays that your Honor grant an order 
for the issuance of a peremptory writ of mandamus, commanding 
and directing the respondents to forthwith permit relator and its 
lawfully authorized agents to examine the aforesaid underlying 
data, contracts, reports, compilations and records of the Bureau of 
Valuation upon which said valuations of relator’s property are based 
or which are in any way related thereto at all reasonable times and 
under reasonable restrictions and safeguards to afford relator and 
its authorized agents and employes reasonable opportunity to make 
copies, written and photographic, of the same, and directing the 
respondent. Interstate Commerce Commission, further to issue a 
siibpoDna duces tecum to the following named officers, employes of 
the Bureau of Valuation of the Interstate Commerce Commission, 
commanding them to appear and give testimony at hearing to be 
had upon relator’s protest against the tentative valuation of its prop¬ 
erty, at Washington, D. C., as aforesaid, bringing with them all of 
the above deseribed underlying data, reports, compilations, records 
and memoranda, and all other data and compilations in any way 
relating to the matters in issue in said proceeding, to wit, Howard 
M. Jones, Theodore P. Artaud, Andrew Wiley, Charles F. Staples, 
and Charles W. Needham, or if the Court be not minded to issue its 
peremptory writ, then for an alternative writ commanding respond¬ 
ents to appear before the Court on some day to be named in said writ 
and show cause, if any there be, why a peremptory writ of 
mandamus should not issue requiring the respondents to perform 
said acts, and for such other and further order and relief as 

17 it may be entitled to in the premises. This is the first applica¬ 
tion for writ of mandamus in this cause. 

C. D. DRAYTON, 

J. R. TURNEY, 
Attorneys for Relator. 

18 District of Columbia, 

City of Washington^ ss: 

Personally appeared before me, a notary public, John R. Turney, 
and made oath in due form of law that he is the General Solicitor 
of the relator, St. Louis-Southwestern Railway Company, is ac¬ 
quainted with the facts alleged in the foregoing petition, and the 
same are true. 

J. R. TURNEY, 
General Solicitor. 

Subscribed and sworn to before me this — day of-, 1922. Hy 

commission expires-,-. 


> 

Notary Public. 
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19 Exhibit 1 to Petition. 

Filed October 25, 1922. 

67096. 

Interstate Commerce Commission, 

Washington. 

I, George B. McGinty, Secretary of the Interstate Commerce 
Commission, do hereby certify that the attached are true copies of 
notice dated June 22, 1921, and of order of the Commission en¬ 
tered June 22, 1921, declaring the tentative valuation of the proi> 
ertics of the St. Louis Southwestern Kailway Company, Gray’s 
Point Terminal Railway Company, Paragould Southeastern Rail¬ 
way Company, and Central Arkansas and Eastern Railroad Com¬ 
pany, Valuation Docket No. 142. 

In witness whereof I have hereunto set my hand and affixed the 
Seal of said Commission this 24th day of October, A. D. 1922. 

[seal.] GEORGE B. McGINTY, 

Secretary of the Interstate Commerce Commission. 

20 Interstate Commerce Commission. 

Washington, D. C., June 22, 1921. 
Valuation Docket No. 142. 

The Honorable the Attorney General of the United States: 

The Honorable the Governor of Missouri, 

Jefferson City, Mo.: 

The Honorable the Governor of Illinois, 

Springfield, Ill.: 

The Honorable the Governor of Texas, 

Austin, Tex.: 

The Honorable the governor of Arkansas, 

Little Rock, Ark.: 

The Honorable the Governor of Louisiana, 

Baton Rouge, La.: 

Public Service Commission, 

Jefferson City, Mo.: 

Public Utilties Commission, 

Springfield, Ill.: 
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Railroad Commission of Texas, 

Austin, Tex.: 

Arkansas Corporation Commission, 

Little Rock, Ark.: 

Railroad Commission of Louisiana, 

Baton Rouge, La.: 

St. Louis Southwestern Railway Company, 

1769 Railway Exchange, 

St. Louis, Mo., 

Care R. D. Cobb, 

General Auditor: 

Gray’s Point Terminal Railway Company, 

1769 Railway Exchange, 

St. Louis, Mo., 

Care R. D. Cobb, 

General Auditor: 

Paragould Southeastern Railway Company, 

1769 Railway Exchange, 

St. Louis, Mo., 

Care R. D. Cobb, 

General Auditor: 

21 Central Arkansas and Eastern Railroad Company, 
1769 Railway Exchange, 

St. Louis, Mo., 

Care R. D. Cobb, 

General Auditor: 

The Chicago, Rock Island & Pacific Railway Company, 
Room 1106 La Salle Street Station, 

Chicago, Ill., 

Care Frank Nav, 

Vice President and Comptroller: 

Missouri Pacific Railroad Company, 

611 Olive St., 

St. Louis, Mo., 

Care F. P. Johnson, 

General Auditor: 

Louisiana North AVest Railroad Company, 

Homer, La., 

Care G. A. Campbell, 

Manager: 

St. Louis Southwestern Railway Company of Texas, 

Tyler, Tex., 

Care A. R. AVood, 

Auditor: 
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St. Louis Transfer Railway Company, 

Union Station, St. Louis, Mo., 

Care C. A. Vinnedge, 

Auditor: 

The Kansas City, Ft. Scott and Memphis Railway Company, 

Frisco Bldg., 

St. Louis, Mo., 

Care E. H. Bunnell, 

Auditor: 

Choctaw, Oklahoma and Gulf Railroad Company, 

Room 1110 La Salle Street Station, 

Chicago, Ill., 

Care Frank Nay, 

Comptroller: 

Louisiana & Arkansas Railway Company, 

Texarkana, Ark., 

Care F. S. Carroll, 

Auditor: 

Louisiana Railway & Navigation Co., 

Shreveport, La., 

Care J. J. Tippen, 

Auditor: 

You are hereby notified that the Interstate Commerce Commission 
lias completed the tentative valuations of the properties of St. Ivouis 
Southwestern Railway Company, Gray’s Point Terminal Railway 
Company, Paragould Southeastern Railway Company, and Central 
Arkansas and Eastern Railroad Company, as of June 30, 1915, and 
that said valuations are set forth in the tentative valuation report 
whieh is included in the order adopting the same, a copy of which 
is attached to this notice and made a part hereof. 

22 You are required to file with the Commission at its office 
in Washington on or before thirty (30) days from the — 

day of -, 1921, any protest which you may desire to make to 

such valuation or to any part of such valuation. 

You will file in connection with such protest specification setting 
forth in detail each particular thing against which the protest is 
directed. 

You are further required to transmit a copy of such protest to 
each of the other parties to whom this notice is addressed and to 
file with the Commission for its official use twenty-five (25) addi¬ 
tional copies of the same. 

By the Commission, Division 1. 

GEORGE B. McGINTY, 

Secretary. 
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23 Order, 

At a Session of the Interstate Commerce Commission, Division 1, 
Held at Its Office, in Washington, D. C., on the 22nd Day of 
June, A. D. 1921. 


Valuation Docket No. 142. 

St. Louis Southwestern Railway Company. 

Gray^s Point Terminal Railway Company. 

Paragould Southeastern Railway Company. 

Central Arkansas and Eastern Railroad Company. 

It is ordered .—That the following be, and they are hereby de¬ 
clared to be, the tentative valuations of the properties of St. Louis 
Southwestern Railway Company, Gray’s Point Terminal Railway 
Company, Paragould Southeastern Railway Company, and Central 
Arkansas and Eastern Railroad Company, as of Juno 30, 1915: 

St. Louis Southwestern Railway Company. 

Location and general description of property .—The railroad of St. 
Louis Southwestern Railway Company, popularly known as the 
Cotton Belt, hereinafter called the carrier, is a standard gauge, steam 
railroad, located in the states of Missouri, Arkansas and Louisiana. 
Its main line extends from Delta, Mo., to Texarkana, on the Ar- 
kansas-Texas state line, a distance of 411.628 miles. 

In addition to the main line, the carrier owns additional main 
track, as follows: 


From— To— Mileage. 

Owned and used: 

Delta, Mo., Missouri-Arkansas state 

line. 7.838 

Malden, Mo., Bird’s Point, Mo., 

and 

Lilbourn, Mo., New Madrid, Mo. .246 

Paragould, Ark., Texarkana (Arkansas- 

Texas state line). 1.086 

Altheimer, Ark., Argenta, Ark., 

and 

Stuttgart, Ark., Gillett, Ark. .519 

Lewisville, Ark., Arkansas-Louisiana state 

line.196 


Total . 9.885 
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Owned but not used: 

Leased to Louisiana North West Railroad Company: 


McNeill, Ark., Magnolia, Ark. . 163 


Total owned (used and not used). 10.048 

The carrier also owns branch lines, as follows: 

From To— Mileage. 

Owned and used: 

Malden, Mo., Bird^s Point, Mo., 

and 

Lilbourn, Mo., New Madrid, Mo. 63.243 

Altheimer, Ark., Argenta (North Little 

Rock), Ark., 

24 and 

Stuttgart, Ark., Gillett, Ark. 78.668 

Lewisville, Ark., Arkansas-Louisiana state 

line. 23.803 

Arkansas-Louisiana Louisiana and Arkansas 

State line. Junction, La. 35.010 

Louisiana and Arkansas Center of Red River 

Junction, La., Levee, La. 1.255 

South end of Red , 

River Bridge, La., Shreveport, La. 1.731 


Total. 203.710 

Owned but not used: 

Leased to Louisiana North West Railroad Company: 

McNeil, Ark., Magnolia, Ark. 6.738 


Total owned (used and not used). 210.448 


The earner owns and uses 205.108 miles of yard tracks and sidings 
(omitting joint siding of 2.681 miles). 

It also owns .920 of a mile of yard tracks and sidings which are 
leased to the Louisiana North West Railroad Company for exclusive 
operation. 

The carrier operates under lease all of the property of the follow¬ 
ing companies: 

Gray’s Point Terminal Railway Company, 

Paragould Southeastern Railway Company, 

Central Arkansas and Eastern Railroad Company, 
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and it controls each of these companies through ownership of all the 
capital stock. 

The following tabulation sets forth the main facts as to the owner¬ 
ship and use of the mileage of the carrier: 

. Main-track All-track 

miles. miles. 


Wholly owned and used. 615.338 830.331 

Wholly owned, but not used: 

Leased to Louisiana North West Railroad 
Company . 6.738 7.821 

Total owned (omitting joint prop¬ 
erty) . 622.076 838.152 

Used but not owned: 

Leased from Gray’s Point Terminal Rail¬ 
way Company . 13.253 59.023 

Leas^ from Paragould Southeastern Rail¬ 
way Company . 37.335 43.409 

Leased from Central Arkansas and Eastern 
Railroad Company. 43.248 53.140 

Total. 93.836 155.572 

Jointly owned and used, undivided joint mile¬ 
age . 0.000 2.681 


Total used, including a total of 2.681 
miles jointly owned and used. 709.174 988.584 


25 A more complete description of the property owned or 
leased by the carrier will be found in Appendix 1. 

Jointly used 'property .—The carrier shares with other carriers 
jointly owned and used properties as follows: 

With the St. I^iiis Transfer Railway Company, at St. Louis, Mo., 
each one-half, 0.036 of a mile of side track. 

With Kansas City, Fort Scott and Memphis Railway Company, 
at Jonesboro, Ark., each one-half, 0.342 of a mile of side track. 

With Missouri Pacific Railroad Company, at Pine Bluff, Ark., 
each one-half, 1.030 miles of side track. 

With Missouri Pacific Railroad Company, at Texarkana, Arkansas- 
Texas state line, each one-hiilf, 0.283 of a mile of side track. 

With Choctaw, Oklahoma and Gulf Railroad Company, near Ar- 
genta. Ark., each one-half, 0.331 of a mile of side track. 

With Louisiana & Arkansas Railway Company and Louisiana 
Railway & Navigation Company, at Bossier City, La., each one-third, 
0.659 of a mile of side track. 

Apart from this jointly owned and used fixed property, the major 
portion of the roadway machines and all of the equipment of tho 
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carrier are jointly owned and used, the St. Louis Southwestern Rail¬ 
way Company of Texas owning 40 per cent, and the carrier 60 per 
cent. 

In Appendix 2, under the caption Leased Railway Property, will 
be found a statement showing the property other than jointly owned 
that is used jointly with other companies, and there terms of the 
use. 

Traffic connections .—The main points at which the carrier ex¬ 
changes traffic with other railroads are set forth in Appendix 1. 

Physical conditions affecting construction. —In Appendix 1 are 
statements as to the topography, geology and climate as affecting the 
construction of the carrier’s railroad. 

Economic conditions relating to traffic. —Information in this re¬ 
gard appeai-s in Appendix 1. 

Corporate history. —The carrier was incorporated in Missouri on 
January 16, 1891, and its articles of incorporation were filed in 
Arkansas on February 7, 1891. The carrier was incorporated for 
the purpose of taking over the property, rights and franchises of the 
St. I.ouis, Arkansas and Texas Railway Company in Arkansas and 
Missouri, hereinafter called the Arkansas, which had been sold at 
foreclosure to Louis Fitzgerald, purchasing trustee, for a joint reor¬ 
ganization committee. Conveyance was made by Fitzgerald to the 
carrier on February 9, 1891. 

On valuation date the carrier was controlled by the Gould in¬ 
terests. 

The principal office of the carrier is at St. Louis, Mo. 

Further information in regard to corporate history and the devel¬ 
opment of fixed physical property is given in Appendix 2. 
26 History of corporate financing, capital stock, and long-term 

debt .—From the date of its incoq^oration to date of valuation 
the carrier has issued or assumed capital obligations to the amount 
of $128,350,722.36, of which $123,327,083.20 were outstanding at 
the date of valuation, as follows: 

Capital stock: 

Common . $16,500,000.00 

Preferred . 20,000,000.00 

Funded debt . 86,827,083.20 

Total . 123,327,083.20 

The carrier has issued short-term notes, excluding renewals, to 

the amount of $8,600,122.06, of which $6,978,202.10 have been re¬ 

tired, leaving $1,621,919.96 outstanding on date of valuation. 

The purposes for which the capital securities were issued and the 
apparent considerations received therefor, and other facts pertinent 
to the capitalization of the carrier, are given in Appendix 2. 


2'—3962CI 
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. Gross and net earnings of the carrier .—The result of the corporate 
operations of the carrier from June 1, 1891, to date of valuation is 
stated in detail in Appendix 2, and is summarized as follows: 

Gross earnings (railway operating revenues).... $124,428,066.06 
Operating expenses (railway operating expenses).. 78,629,155.43 


45,798,910.68 


3,846,346.85 


Leaving a net income of (railway operat¬ 
ing income) . 

To this should be added income from nonoperat¬ 
ing sources of (nonoperative income). 

Making gross income for the period (gross 

income) . 

During this period rents and hire of equipment 
amounted to (chargeable to deductions from 
gross income) . 

Leaving available for the payment of inter¬ 
est and dividends and for other corporate 
purposes (chargeable to deductions from 
gross income and to disposition of net 
income) . 49,157,858.94 

The carrier has paid dividends annually, from 1909 to 1914, in¬ 
clusive, on the preferred stock, at rates varying from 2 per cent to 
5 per cent, and amounting, in the aggregate, to $4,575,539.48. No 
dividends liave ever been paid on the common stock. 

27 General balance sheet .—The general balance sheet stated 

by the carrier, as showing its financial condition on date of 
valuation, follows: 

Assets. 

Investments: 

Investment in road equip¬ 
ment . $67,430,327.70 

Miscellaneous physical prop¬ 
erty .‘. 8,326.45 


55,356,949.37 
6,199,090.43 


41,952,563.78 

13,404,385.59 


Leaving net earnings (net revenue from 

railway operations) . 

During the same period taxes as¬ 
sessed amounted to (railway tax 

accruals) . $3,845,205.59 

Uncollectible railway revenues 
amounted to. 1,141.26 













tmiTED STATES OF AMERICA, ETC., V8. I. C. C. ET AL 


id 


Investments in affiliated com¬ 
panies: 

Stocks .. $3,822,598.45 
Bonds .. 18,719,500.00 
Notes ... 8,845,489.27 

Advances 698,629.37 

- 32,086,217.09 


Other investments. 10,500.00 


Total . 

Current assets: 

Cash . 535,808.06 

Special deposits. 382,823.15 

Loans and bills receivable.. 962.00 

Net balance receivable from 
agents and conductors.... 49,847.20 

Miscellaneous accounts receiv¬ 
able . 1,273,349.70 

Materials and supplies. 681,116.11 

Interest and dividends receiv¬ 
able . 66,814.39 

Rents receivable. 990.00 

Other current assets. 7,798.64 


Total 


Deferred assets: 

Working fund advances. 6,161.73 

Other deferred assets. 9.00 


Total . 

Unadjusted debits: 

Insurance premiums paid in ad¬ 


vance . 17,420.46 

Other unadjusted debits. 214,027.46 


Securities issued or assumed— 
pledged or unpledged: 

Pledged: 

Funded debt .... 29,766,833.20 
Unpledged: 

Capital stock .... 250,250.00 
Funded debt .... 871,000.00 

- 30,888,083.20 


Grand total 


$99,535,371.24 


2,999,509.25 


6,170.73 


231,447.92 


102,772,499.14 
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Liabilities. 

Capital liabilities: 

Capital stock: 

Common stock: 

Book liability_$16,500,000.00 

Held by or for car¬ 
rier . 143,900.00 


Outstanding in 
hands of pub¬ 
lic . $16,356,100.00 

28 

Preferred stock: 

Book liability ... 20,000,000.00 
Held by or for car¬ 
rier . 106,350.00 


Outstanding in 
hands of pub¬ 
lic . 19,893,650.00 


Total . 

Long-term debt: 

Funded debt unmatured: 
Mortgage bonds: 


Book liability ... 78,550,250.00 
Held by or for car¬ 
rier . 25,091,000.00 


Outstanding in 
hands of pub¬ 
lic . 53,459,250.00 

Equipment obligations: 

Book liability ... 8,276,833.20 

Held by or for car¬ 
rier . 5,546,833.20 


Outstanding in 
hands of pub¬ 
lic . 2,730,000.00 


36,249,750.00 


Total 


56,189,250.00 
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Current liabilities: 

Loans and bills payable. 1,621,919.96 

Traffic and car service bal¬ 
ances payable. 5,931.68 

Audited acounts and wages 

payable . 559,562.30 

Miscellaneous accounts pay¬ 
able . 314,412.19 

Interest matured unpaid. 380,299.15 

Dividends matured unpaid.. 2,524.00 

Unmatured interest accrued.. 246,954.85 

Unmatured rents accrued... 32,316.66 

Other current liabilities. 19,972.58 


Total . 3,183,893.37 

Deferred liabilities: 

Other deferred liabilities. 9.00 


Unadjusted credits: 

Tax liability. 166,511.09 

Accrued depreciation on 

equipment. 1,843,415.91 

Other unadjusted credits.... 92,165.52 

Total . 2,102,092.52 

Coiporate surplus: 

Additions to property through 

income or sm’plus. 163,110.61 

Profit and loss balance. 4,884,393.64 

Total . 5,047,504.25 


Grand total . 102,772,499.14 

Investment in road and equipment ,—The investment in road and 
equipment, including land, on date of valuation, is stated in the 
books of the carrier to be $67,430,327.70, consisting of the follow¬ 
ing items: 

29 Property of the Arkansas acquired in the re¬ 


organization . $46,881,248.60 

Extensions . 110,057.44 

Additions and betterments. 16,181,374.45 

Net discount on securities. 1,985,210.00 

Interest on equipment trust obligations. 272,437.21 

Arbitrary charge credited to profit and loss. 2,000,000.00 


Total 


67,430,327.70 
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If certain readjustments were made, as detailed in Appendix 2, 
and if the items in the account were taken at their recorded amounts, 
this figure w'ould be reduced to $62,853,401.98. Of this figure, how¬ 
ever, $46,881,248.60 is the par value of securities issued for the prop¬ 
erty of the Arkansas, the value of which securities at the time of 
issue is not determinable. Under the caption Original Cost to Date, 
in Appendix 2 of this report, it will be shown that the total maximum 
outlay in creating the property of the Arkansas could not have ex¬ 
ceeded $11,301,661.89. 

Original Cost to Date. —The original cost to date of all the com¬ 
mon-carrier property can not be ascertained for the reason that the 
records arc not obtainable. In Appendix 2 will be found a state¬ 
ment showing the amounts which, according to the accounting rec¬ 
ords, have been expended in creating or acquiring the common-car¬ 
rier property. 

The original cost of machinery and equipment wholly or partly 
owned can not be determined. Such of the costs reported by the 
carrier as are supported by the accounting records follow: 


The verifiable costs of the carrier’s portion (60 per 
cent) of 24 units of jointly owned roadway ma¬ 
chines are . $11,729.12 

The verifiable costs of the carrier’s portion (60 per 

cent) of equipment jointly owned are. 9,131,879.56 


Total verifiable costs of carrier’s portion (60 
per cent) of roadway machines and equip¬ 
ment are. 9,143,608.68 

Total verifiable costs of machinery wholly 
owned and of carrier’s portion (60 per cent) 
of machinery and equipment jointly owned 
are .“. 9,143,608.68 


Further details with regard to this subject, and more particularly 
with regard to the costs reported by the carrier for land, machinery 
and equipment, will be found in Appendix 2. 

Cost of Reproduction New^ and Cost of Reproduction Less De¬ 
preciation. —The cost of reproduction new and cost of reproduction 
less depreciation of all common-carrier property, other than land, 
owned or used by the carrier, are classified as to ownership and use 
as follows: 

Cost of reproduction. 

/-"-. 

Less 

New. depreciation. 

Wholly owned and used. $18,424,505 $14,588,819 

Owned but not used: 

Leased to Louisiana North West 

Railroad Company . 84,148 62,370 
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30 Jointly owned and used: 

With St. Louis Southwestern Rail¬ 
way Company of Texas, 40 per 
cent; the carrier, 60 per cent; car¬ 
rier’s portion . 

With the Kansas City, Fort Scott 
and Memphis Railway Company, 
each one-half, carrier’s portion .. 
With the Missouri Pacific Railroad 
Company, at Pine Bluff, Ark., 
each one-half, carrier’s portion .. 
With the Missouri Pacific Railroad 
Company, at Texarkana, Ark., 
each one-half, carrier’s jortion .. 
With the Choctaw, Oklahoma & 
Gulf liailroad Company, each 

one-half, carrier’s portion. 

With the St. Louis Transfer Rail¬ 
way Company, each one-half, car¬ 
rier’s portion . 

With the Louisiana & Arkansas 
Railway Company and the Louisi¬ 
ana Railway & Navigation Com¬ 
pany, each onc-third, carrier’s 
portion. 

Total . 

Total owned and used. 

Used but not owned: 

Leased from: 

Gray’s Point Terminal Rail¬ 
way Company. 

Central Arkansas and Eastern 

Railroad Company. 

Paragould Southeastern Rail¬ 
way Company.. 

Total . 

Grand total owned .... 

Grand total used. 


Cost of reproduction. 


r 

New. 

- - , 

Less 

depreciation. 

10,188,090 

7,237,418 

1,334 

976 

4,302 

3,353 

1,434 

1,021 

1,228 

1,122 

287 

188 

1,447 

1,017 

10,198,122 

7,245,095 

28,622,627 

21,833,914 


1,269,676 

1,040,280 

681,281 

518,003 

526,000 

365,623 

2,476,957 

1,923,906 

28,706,775 

21,986,284 

31,099,584 

- 23,757,820 
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By States. 

Cost of reproduction. 


In Illinois: 

Wholly owned and used. 

r 

New. 

6,773 

Less 

depreciation. 

6,035 

In Missouri: 

Wholly owned and used. 

3,391,509 

2,715,469 

Jointly owned and used: 

With the St. Louis Transfer Rail¬ 
way Company, each one-half, car¬ 
rier’s portion . 

287 

188 

Total owned and used. 

3,391,796 

2,715,657 

31 Used but not owned: 



Leased from: 

Gray’s Point Terminal Railway 

Comanv . 

Paragould Southeastern Rail¬ 
way Company. 

1,269,676 

305,360 

1,040,280 

213,357 

Total . 

1,575,036 

1,253,637 

Grand total owned .... 

3,391,796 

2,715,657 

Grand total used. 

4,966,832 

3,969,294 

In Arkansas: 

AVhollv owned and used. 

13,973,641 

10,990,594 


Jointly owned and used: 

With the Kansas City, Fort Scott & 

Memphis Railway Company, each 

one-half, carrier’s portion. 1,334 976 


With the Missouri Pacific Railroad 
Company, at Pine Bluff, each one- 


-r —j , —- - —w -— 

half, carrier’s portion. 

With the Missouri Pacific Railroad 
Company, at Texarkana, each 

4,302 

3,353 

one-half, carrier’s portion. 

With the Choctaw, Oklahoma & 
Gulf Railroad Company, each 
one-half, carrier’s portion. 

1,434 

1,021 

1,228 

1,122 

Total . 

8,298 

6,472 

Total owned and used. 

13,981,939 

10,997,066 
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Owned but not used: 

/■ “■ 

New. 

.A-^ 

Less 

depreciation. 

Leased to Louisiana North West 
Railroad Company. 

84,148 

62,370 

Used but not owned: 

Leased from: 

Paragould Southeastern Rail¬ 
way Company. 

220,640 

152,266 

Central Arkansas and Eastern 
Railroad Company. 

681,281 

518,003 

Total . 

901,921 

670,269 

Grand total owned .... 

14,066,087 

11,059,436 

Grand total used. 

14,883,860 

] 1,667,335 

In Louisiana: 

Wholly owned and used. 

1,041,498 

869,889 

Jointly owned and used: 

With the Louisiana & Arkansas 
Railway Company and the Louisi¬ 
ana Railway & Navigation Com¬ 
pany, each one-third, carrier’s 
portion . 

1,447 

1,017 

Grand total owned and used . 

1,042,945 

870,906 

32 Not Allocated to States. 

Wholly owned and used. 11,084 

6,832 

Jointly owned and used: 

AVith the St. Louis Southwestern 
Railway Company of Texas, 40 
per cent; the carrier, 60 per cent, 
carrier’s portion. 

10,188,090 

7,237,418 

Grand total owned and used . 

10,199,174 

7,244,250 


These amounts, classified in conformity with the classification of 
expenditures for road and equipment as prescribed by us, are shown 
in the summary sheets which are a part of Appendix 1. 

Cost of Lands, Rights-of-way, and Terminals at the Time of Their 
Dedication to Public Use, and Present Value of Same. —The carri(‘r 
owns and uses for common-carrier purposes 8,724.46 acres of lands. 
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The original cost of these lands, as supported by the accounting 
records, was $260,051.93, but whether this includes $11,311.05, or 
any part of same, which was obtained by the carrier for lands sold, 
it is impossible to determine. In addition to this $260,051.93 the 
carrier claims costs of $18,356.50, but this claim can not be verified. 

The original cost of lands wholly owned by the carrier and de¬ 
voted partly to carrier and partly to noncarrier purposes, as sup- 
j>orted by the aeeounting records was $1,374,440.96. The original 
cost of 91.09 acres of lands wholly owned by the carrier but leased 
to the Louisiana North West Railroad Company, as supported by 
the accounting records, was $101.50. Under this classification, the 
carrier claims additional costs of $1,000 which are not supported by 
the accounting records. 

The original cost of lands used but not owned by the carrier, as 
supported by the accounting records of the owning companies, is 


given below; 

Owner. Cost. 

Gray’s Point Terminal Railway Company. $45,100.20 

Paragould Southeastern Railway Company: 

Assignable to lands devoted wholly to carrier pur¬ 
poses ... 6,464.23 

Assignable to lands devoted partly to carrier and 

partly to noncarrier purposes. 1,565.50 

Central Arkansas and Eastern Railroad Company .... 40,518.68 


The costs of the lands shown as used but not owned may or may 
not be correct, dependent upon whether the cost of certain part par¬ 
cels, sold by the owners subsequent to acquisition, is included in 
costs supported by the accounting records of the owners or in addi¬ 
tional claimed costs which are not so supported. This fact it is im¬ 
possible to ascertain. 

The above verified land costs are classified by states, as follows: 


33 In Missouri. 

AVhollv owned: Cost. 

V 

Used exclusively for carrier 

purposes . $38,191.16 


Used partly for carrier and partly 

for non-carrier purposes.... 1,275,862.42 

- $1,314,053.58 


Used but not owned: 

Leased from 

Gray’s Point Terminal Railway Company 45,100.20. 
Paragould Southeastern Railway Company 807.15, 

Total . 1,359,960.93 
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289,921.83 

101.50 


40,518.68 


7,222.58 

Total. 337,764.59 


In Louisiana. 

Wholly owned: 

Used exclusively for carrier puqjoses 29,258.09 
Used partly for carrier and partly 

for non-carrier purposes. 1,259.39 

- 30,517.48 

Total . 30,517.48 


In addition to the costs shown above, there are additional land 
costs of $19,066.02, supported by the carrier’s accounting records, 
which are unassignable to any particular classification of lands. 

The original cost of .77 of an acre of land used by the carrier, 
but owned by The Chicago, Rock Island and Pacific Railway Com¬ 
pany, and of .05 of an acre of land used by the carrier, but owned 
by parties other than common carriers, could not be ascertained. 

Further details with respect to land costs are given in Appendix 
2 under the names of the respective owners. 


In Arkansas. 

Wholly owned: 


Used exclusively for carrier 

purposes . 192,602.68 

Used partly for carrier and partly 

for non-carrier purposes.... 97,319.15 


Leased to Louisiana North West Railroad Com¬ 
pany . 

Used but not owned: 

Leased from: 

Central Arkansas and Eastern Railroad 
Company . 

Paragould Southeastern Railway Company: 

Devoted exclusively to car¬ 
rier purposes. 5,657.08 

Devoted partly to carrier 
and partly to non-carrier 
purposes. 1,565.50 
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34 The area and present value of lands as classified are given 
in the following tabulation: 


Classification. 

Acres. 

Present value. 

Owned and used . 

8,724.46 

$2,179,960.23 

Owned but not used: 

Leased to Louisiana North West 
Railway Company . 

91.09 

8,881.16 

Used but not owned: 

Leased from: 

Gray’s Point Terminal Rail¬ 
way Company. 

464.20 

205,653.53 

Paragould Southeastern Rail- 
wav Company. 

465.90 

34,227.32 

Central Arkansas and Eastern 
Railroad Company. 

692.40 

31,763.01 

The Chicago, Rock Island and 
Pacific Railway Company. 

.77 

19.25 

Missouri Pacific Railroad Com- 
pany. 

1.23 

10,135.75 

Parties other than common 
carriers. 

.05 

400.00 

Total . 

1,624.55 

282,199.46 

Grand total owned .... 

8,815.55 

2,188,841.39 

Grand total used. 

10,349.01 

2,462,159.69 

By States. 

In Missouri: 

Owned and used . 

1,703.21 

847,987.06 

Used but not owned: 

Leased from: 

Gray’s Point Terminal Rail¬ 
way Company. 

464.20 

205,653.53 

Paragould Southeastern Rail¬ 
way Company. 

264.04 

13,548.28 

Total . 

728.24 

219,201.81 

Grand total owned ... 

1,703.21 

847,987.00 

Grand total used . 

2,431.45 

1,067,188.87 
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Classification. Acres. Present value. 


In Arkansas: 

Owned and used. 6,445.81 1,114,085.52 


Owned but not used: 

Leased to : 

Louisiana North West Rail¬ 
way Company. 

91.09 

8,881.16 

35 Used but not owned: 

Leased from: 

Paragould Southeastern Rail¬ 
way Company. 

201.86 

20,679.04 

Central Arkansas and Eastern 
Railroad Company. 

692.40 

31,763.61 

Missouri Pacific Railroad Com¬ 
pany . 

1.23 

10,135.75 

The Chicago, Rock Island and 
Pacific Railway Company .. 

.77 

19.25 

Parties other than common 
carriers . 

.05 

400.00 

Total. 

896.31 

62,997.65 

Grand total owned ... 

6,536.90 

1,122,966.68 

Grand total used. 

7,342.12 

1,177,083.17 

In Louisiana: 



Owned and used. 

575.44 

217,887.65 


Rights in public domain: The original cost of rights in the public 
domain, located in Arkansas, owned and used by the carrier, as sup¬ 
ported by the accounting records, \vas $67,818.65; their present value 
is $67,8i8.65. 

Rights in private lands: The original cost of rights in private 
lands, located in Arkans«as, owned and used by the carrier, as sup¬ 
ported by the accounting records, was $443.40; their present value 
is $448.40. 

Original and present cost of condemnation and damages or of pur- 
chase of lands in excess of such original cost or present value: The 
present cost of condemnation and damages or of purchase of lands, 
owned and used, owned but not used, and used but not owned, by 
the carrier for common-carrier purposes, in excess of the present 
value of such lands, are found to be as follows: 
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In Missouri: 

Wholly owned and used. $576,081 

Exclusively used but owned or leased by other com¬ 
mon carriers . 187,738 

Total . 763,819 

In Arkansas: 

Wholly owned and used. 952,811 

Exclusively used but owned or leased by other com¬ 
mon carriers. 72,859 

Wholly owned but exclusively used by the Louisiana 
North West Railroad Company. 7,820 

Total used. 1,025,670 

Total owned. 960,631 

In Louisiana: 

W^holly owned and used. 176,540 

Total used, entire line. 1,966,029 

Total owned, entire line. 1,713,252 


36 The original costs of condemnation and damages or of 
purchase of lands, owned and used, owned but not used, and 
used but not owned, by the carrier for common-carrier purposes, 
in excess of the original costs of such lands, cannot be ascertained. 

Property held for purposes other than those of a common carrier .— 
The courier owns 222.82 acres of noncarrier lands, the orimnal 
cost of which, as supported by the accounting records, w’as $368.45. 
The carrier claims additional costs of $400 which are not supported 
by the accounting records. As stated with reference to the original 
cost of carrier lands, the costs reported in that connection include 
$1,374,440.96 applicable partly to carrier and partly to noncarrier 
lands, and $19,066.02 unassignable to any particular classification 
of lands. 


The area, verified original cost, and present value, including the 
value of improvements thereon, of the noncarrier lands are divided 
as follows: 



Acres. 

Verified cost. 

Present value. 

In Missouri. 

. 62.12 


$44,278.00 

64,295.94 

1,539.00 

In Arkansas. 

In Louisiana. 

. 151.83 

. 8.87 

$368.45 




Total . 

. 222.82 

368.45 

110,112.94 



















UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 


31 


The carrier owns a one-sixth interest in the Pintsch gas compress¬ 
ing plant at Texarkana, Ark., which interest is entered in its books 
at a value of $7,845.47. 

The carrier leases certain track material to S. H. Bolinger & Co., 
Ltd., saw mill operators, of Bolinger, La., wdiich material is shown 
by tlie carrier’s books to be valued at $480.98. 

The carrier also owns a considerable amount of stocks and bonds 
of other companies, some of which form a part of the so-called St. 
Louis Southwestern system. It has also made advances in money 
to other companies, sometimes upon open account and sometimes 
upon notes. None of this property is used for common-carrier pur- 
posc.s. The following is a summary of noncarrier property of this 
kind owned at the date of valuation, showing the par and book values 
thereof: 


Stocks: Property. 

St. Louis Southwestern Bail¬ 
way Company of Texas... 
Paragould Southeastern Rail¬ 
way Company. 

The Pine Bluff Arkansas 

River Railway. 

Gray’s Point Terminal Rail- 

37 way Company. 

Southern Illinois and Missouri 

Bridge Company. 

Dallas Terminal Railway & 
Union Depot Company.... 
The Shreveport Bridge & 

Terminal Company. 

Eastern Texas Railroad Com¬ 
pany . 

Memphis Railroad Terminal 

Company . 

Fii-st Infantry Armory As¬ 
sociation . 

Memphis Union Station Com¬ 
pany . 

Terminal Railroad Associa¬ 
tion of St. Louis. 

Central Arkansas and Eastern 

Railroad Company... 

Stephenville North & South 
Texas Railway Company.. 
Valley Terminal Railway... 
Main Street Warehouse Com¬ 
pany .. 

Arkansas and Memphis Rail¬ 
way Bridge and Terminal 
Company . 


Total 


Par value. 

Book value. 

$2,750,000.00 

$2,750,000.00 

100,000.00 

13,201.00 

200,000.00 

199,500.00 

500,000.00 

1.00 

10,000.00 

10,000.00 

10,000.00 

9,300.00 

50,000.00 

2,375.00 

454,500.00 

604,066.67 

10,000.00 

10,000.00 

500.00 

500.00 

20,000.00 

1.00 

205,800.00 

1.00 

150,000.00 

95,000.00 

138,300.00 

5,000.00 

120,152.78 

5,000.00 

10,000.00 

10,000.00 

3,400.00 

3,400.00 

4,617,500.00 

3,833,098.45 


















32 


UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 


Property. Par value. 

Bonds: 


St. Louis Southwestern Rail¬ 
way Company of Texas, 
first mortgage 4 per cent 

gold bonds. 9,445,000.00 

Second mortgage 4 per cent 

gold bonds. 4,722,500.00 

Dallas Branch first mortgage 5 

per cent bonds. 280,000.00 

•Lufkin Branch first mortgage 

5 per cent bonds. 292,000.00 

Tyler Southeastern Railway 
first mortgage 4 per cent 

bonds . 660,000.00 

Tyler Southeastern Railway 
first mortgage 4 per cent 

bonds . 330,000.00 

The Pine Bluff Arkansas 

River Railway. 126,000.00 

Southern Illinois and Missouri 

Bridge Company. 600,000.00 

Dallas Terminal Railway & 

Depot Compan}^. 731,000.00 

Gray’s Point Terminal Rail¬ 
way Company. 838,000.00 

Stephenville North & South 
Texas Railway Company.. 184,000.00 

Paragould Southeastern Rail¬ 
way Company. 511,000.00 


Total . 18,719,500.00 


Certificates of indebtedness: 

St. Louis Southwestern Rail¬ 
way Company of Texas.... 

Notes: 

St. Louis Southwestern Rail¬ 
way Company of Texas... 
Dallas Terminal Railway & 
Depot Company. 


389,648.80 


8,455,840.47 

186,360.00 

203,288.80 


Book value. 

9,445,000.00 
4,722,500.00 
280,000.00 
292,000.00 

660,000.00 

330,000.00 
126.000.00 
600,000.00 
731,000.00 
838,000.00 
184,000.00 
511,000.00 
18,719,500.00 

8,455,840.47 

186,360.00 

203.288.80 

389.648.80 


Total 
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Property. Par value. Book value. 

38 Advances for additions and 
betterments: 

St. Louis Southwestern Rail¬ 
way Company of Texas..'. 469,235.66 469,235.66 

Paragould Southeastern Rail¬ 
way Company. 1,757.54 1,757.54 

The Pine Bluff Arkansas 

River Railway. 29,174.49 29,174.49 

Gray’s Point Terminal Rail¬ 
way Company. 6,653.06 6,653.06 

Southern Illinois and Mis¬ 
souri Bridge Company.... 40,099.29 40,099.29 

Dallas Terminal Railway & 

Union Depot Company_ 2,455.75 2,455.75 

Memphis Railroad Terminal 

Company . 111,297.10 111,297.10 

Stephenville North & South 

Texas Railway Company.. 5,956.48 5,956.48 

Valley Terminal Railway... 12,000.00 12,000.00 

Arkansas and Memphis Rail¬ 
way Bridge and Terminal 

Company . 20,000.00 20,000.00 


Total . 

698,629.37 

698,629.37 

Operating advances: 



St. Louis Southwestern Rail¬ 
way Company of Texas... 
The Pine Bluff Arkansas 

River Railway. 

Dallas Terminal Railway & 
Union Depot Company.... 

800,722.73 

128,174.72 

741.27 

800,722.73 

128,174.72 

741.27 

Total . 

929,638.72 

929,638.72 

Grand Total. 

33,810,757.36 

33,028,355.81 


The three items for operating advances, totaling $929,638.81, 
represent advances made by the carrier to cover deficits from opera¬ 
tion not liquidated or charged off. 

Further details with regard to miscellaneous physical property 
and investments in other companies will be found in Appendix 2. 

Aids, gifts, grants of rights-of-ivay and donations .—The records 
of the predecessor companies are almost entirely lacking. The 
records of the carrier show money gifts to it of $28,095.75, and to 
the Arkansas, a predecessor company, of $40,000.00, or a total of 
$68,095.75. 

3—3962a 
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The station building at Kendairs Mill, Ark., was donated to the 
carrier, but neither the cost nor the value of this building at the 
time it was donated can be ascertained. 

The cai-rier owned, on date of valuation, lands known to have 
been received by its as aids, gifts, grants of rights-of-way or dona¬ 
tions, as follows: 


39 Classification. 

Carrier lands: 

Acres. 

Present value. 

Owned and used by the carrier: 



In Missouri . 

In Arkansas . 

In Louisiana . 

911.94 

3,091.86 

312.49 

$127^865.33 

718,206.19 

78,009.64 

Total . 

4,316.29 

924,081.16 

Owned by the carrier but used exclu¬ 
sively by Louisiana North West 
Railroad Company: 



In Arkansas . 

52.89 

3,971.98 

Total carrier lands. 

4,369.18 

928,053.14 

Noncarrier lands owned by the carrier: 



In Arkansas . 

In Louisiana . 

18.06 

4.17 

30,712.49 
834.00 

Total . 

22.23 

31,546.49 


In 1875 and 1876, the New Madrid and West Prairie Road Com¬ 
pany, a predecessor of the Arkansas, received a gift from New 
Madrid County, Mo., of 108,060 acres of land. The unsold por¬ 
tion of this land, 70,040 acres, was acquired by the Little River 
Valley & Arkansas Railroad Company, another predecessor of the 
Arkansas, on September 7, 1876, when that company took over 
all the property, rights and franchises of the New Madrid and 
West Prairie Road Company, except that necessary for railroad 
purposes. This land was sold by the Little River Valley & Ar¬ 
kansas Railroad Company on November 28, 1881, as described 
elsewhere in this report. 

The value of donated lands at the lime acquired can not be as¬ 
certained. 

Materials and supplies .—As appears in the general balance sheet, 
the value of materials and supplies on hand is shown by the car¬ 
rier's records to have been, upon date of valuation, $681,116.11, dis¬ 
tributed as follows: 
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Materials in general store. $265,176.27 

Unfinished shop orders. 6,924.78 

Fuel store . 13,344.82 

Bridge and building store. 113,587.64 

Superintendent’s store . 19,477.49 

Cross ties . 215,57B.38 

Steel rails . 1,669.72 

Second-hand rails. 19,839.32 

Stationery . 15,731.06 

Material suspense account. 9,791.63 


Total. 681,116.11 


40 Final value .—After careful consideration of all the facts 
herein contained, including the excess cost of carrier lands, 
appreciation, depreciation, going-concern value, working capital in¬ 
cluding materials and supplies, and al lother matters which appear 
to have a bearing upon the values herein reported, the value, as that 
term is used in the Interstate Commerce Act, of the property of the 
carrier, owned and used, owned but not used, and used but not 
owned, devoted to common-carier purposes, is found to be as follows: 


Wholly owned and used. $26,716,924 

Owned but not used, leased to Louisiana North West 

Railroad Company . 75,000 


Used but not owned: 


Leased from: 

Gray’s Point Terminal Railway Company. 11,321,000 

Central Arkansas & Eastern Railway Com¬ 
pany . 600,000 

Paragould Southeastern Railway Company 424,000 

The Chicago, Rock Island & Pacific Rail¬ 
way Company . 19 

Missouri Pacific Railroad Company. 10,136 

Parties other than common carriers. 400 


Total used but not owned. 2,355,555 


Total used . 29,072,479 


Total owned . 26,792,424 


There is included in the value above stated as wholly owned and 
used the sum of $1,216,924 on account of working capital includ¬ 
ing materials and supplies. 
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Gray’s Point Terminal Railway Company. 

Location and general description of property. —The railroad of 
Gray’s Point Terminal Railway Company, hereinafter called the 
Gray’s Point, is a standard gauge, steam railroad, located entirely 
in the state of Missouri. It extends from Delta, Mo., the northern 
terminus of the carrier, in a northerly direction to Illmo, Mo., 
13.253 miles, of wliich 7.364 miles arc double tracked. The Gray’s 
Point also owns yard and side tracks totaling 38.406 miles. It 
road thus embraces 59.023 miles of all tracks owned. 

Jointly used property .—The Gray’s Point has no jointly owned 
and used property. 

Traffle connections. —The railroad of the Gray’s Point connects 
at Illmo, Mo., with the lines of Chicago and Eastern Illinois Rail¬ 
road Company, Illinois Central Railroad Company and Missouri 
Pacific Railroad Company at Delta, Mo., with the lines of St. Louis- 
San Francisco Railroad Company and of the carrier; and at Frems- 
dorf. Mo., with the lines of St. Louis-San Francisco Railroad Com¬ 
pany. 

Physical co7iditions affecting construction .—The line of this rail¬ 
road traverses the bottom lands along the Mississippi River. The 
land is level or slightly rolling with an alluvial soil. 

The temjxjrature ranges from 110 degrees above zero to 10 degrees 
below zero. 

41 The rainfall averages about 45 inches annually. 

Economic conditions relating to traffic. —The principal 
products of the region traversed by the railroad of the Gray’s Point 
are those of the farm, consisting'mainly of corn and other grain. 

Corporate history .—The Gray’s Point was incorporated May 23, 
1896, under the general laws of the state of Missouri, for the pur¬ 
pose of constructing a railroad from Delta, Cape Girardeau County, 
to Gray’s Point, Scott County, Mo., on the Mississippi River. The 
control of the Gray’s Point is vested in the carrier through ownership 
of the entire capital stock. The property has never been operated 
by the owners, but was leased to the carrier for exclusive operation 
on November 5, 1897, before the road was completed and put in 
operation. 

The principal office of the Gray’s Point is at St. Louis, Mo. 

History of corporate financing, capital stock and long-term debt .— 
The Gray’s Point has issued a total of $1,838,000 in capital obliga¬ 
tions, excluding non-negotiable debt to affiliated companies in the 
amount of $6,653.06, as follows: 


Capital stock. $500,000 

Mortgage bonds. 1,338,000 

Total. 1,838,000 


The entire amount of $1,838,000 was outstanding as of the date of 
valuation. 
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The purposes for which the capital securities were issued and the 
apparent considerations received therefor, and other facts pertinent 
to the capitalization of the Gray’s Point, are given in Appendix 2. 

Gross and net earnings of the Gray's Point. —The result of the 
corporate operations of the Gray’s Point from December, 1898, to 
June 30, 1915, is stated in detail in Appendix 2, and is summarized 
as follows: 

Income from nonoperating sources of (nonoperating 

income) . $483,191.66 

Making gross income for the period (gross income)... 483,191.66 

all of which was available for the payment of interest and dividends 
and for other corporate purposes. 

The Gray’s Point has paid no dividends. 

General balance sheet .—The general balance sheet stated by the 
Gray’s Point, as showing its financial condition on date of valuation, 
follows: 

Assets. 

Investments: 

Investments in road and equipment. $1,844,653.06 

42 Current assets: 

Special deposits . $900.00 

Rents receivable (rental from the 
carrier) . 19,541.66 


Total . 20,441.66 


Grand total. 1,865,094.72 


Stock: 

Capital stock 


Liabilities. 


$500,000.00 


Long-term debt: 

Funded debt unmatured. $1,338,000.00 

Non-negotiable debt to affiliated 
companies. 6,653.06 

Total. 1,344,653.06 


Current liabilities: 


Interest matured unpaid. 900.00 

Unmatured interest accrued. 19,541.66 


20,441.66 


Total ...., 
Grand total 


1,865,094.72 
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Investment in road and equipment .—The investment in road and 
equipment, including land, on date of valuation, is stated in the 
bwks of the Gray’s Point to be $1,844,653.06, which consists of the 
following items: 


Original construction . $839,000.00 

Illmo terminals. 454,359.90 

Other additions and betterments. 551,293.16 


Total 


1,844,653.06 


Included in the total investment, above stated, is $26,595.44 repre¬ 
senting the cost of noncarrier lands. After deducting this amount, 
the investment account would stand at $1,818,057.62. 

The Gray’s Point owns no rolling stock. 

Item of $839,000 consists of $500,000 par value of capital stock 
and $339,000 par value first mortgage bonds issued to the contractor 
for original construction. 

Items of $454,359.90 and $551,293.16 represent additions and 
betterments to the property of the Gray’s Point made by the lessee, 
the carrier, in payment for which it has received $161,000 first riiort- 
gage 5 per cent bonds and $838,000 first refunding and e.xtension 
5 per cent mortgage bonds of the Gray’s Point, leaving a balance of 
$6,653.06 unpaid on valuation date. 

Original cost to date .—The original cost to date of all the common- 
carrier property cannot be ascertained for the reason that the records 
are not obtainable. According to the accounting records of the 
Gray’s Point, $1,254,457.62 has been expended in the construction 
and improvement of its property. 

43 The Gray’s Point claims $10,620.40 as original cost of shop 
machinery and tools, which amount represents estimates 
made by it and not veriliable from the accounting records. 

In Appendix 2 will be found further information with regard to 
this subject. 


Cost of reproduction new, and cost of reproduction le-'^s deprecia¬ 
tion .—The cost of reproduction new and cost of reproduction less 
depreciation of all common-carrier property, other tlian land, owned 
by the Gray’s Point, are $1,269,676 and $1,040,280, respectively. 
These amounts, classified in conformilv with the classitication of 


expenditures for road and equipment tis prescribed by us, are shown 
in the summary sheets which are a part of Appendix 1. 

Cost of lands, rights-of-wag, and terminals at the time of their 
dedication to public use, and present value of same .—The Gray’s 
Point owns 464.20 acres of lands devoted to carrier purposes. The 
original cost of these lands, as supported by the accounting records, 
was $45,100.20. In addition, the Gray’s Point claims costs of 
$10,450.45 which are not supported by the accounting records. The 
Gray’s Point has received $143.50 as proceeds from part parcels sold, 
which amount has been verified but has not been deducted from the 


costs supporte<l by the accounting records for the reason that the 
parcels to which it applies cannot be identified. 
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The present value of the lands owned by the Gray’s Point and 
devoted to carrier purposes is $205,653.53. 

Further details with respect to cost of lands are given in Ap¬ 
pendix 2. 

Original and present cost of condemnation and damages or of pur¬ 
chase of lands in excess of such original cost or present value. —The 
present costs of condemnation and damages or of purchase of lands 
owned but not used leased to the carrier, in excess of the present 
value of such lands, is found to be $169,491. 

The original cost of condemnation and damages or of purchase 
of lands owned but not used by the Gray’s Point, in excess of the 
original costs of such lands, cannot be ascertained. 

Property held for purposes other than those of a common carrier. 
—The Gray’s Point owns 23.47 acres of non-carrier land, with a 
present value of $19,442.45. The cost of said non-carrier lands was 
$26,595.44, which sum is supported by the accounting records. This 
cost is included in the investment in road and equipment account of 
the Gray’s Point. 

Aids, gifts, grants of rights-of-umj, and donations. —The Gray’s 
Point received donations of 17.05 acres of carrier lands, with a pres¬ 
ent value of $10,521.10. It received as a donation from Mary H. 
G. Houck, Louis Houck, and W. H. Miller an undivided one-half 
interest in 80 acres of land at Graysboro, Mo. A part of this land 
was sold, the Gray’s Point receiving as its proportion of the consid¬ 
eration paid therefor the sum of $2,432.26. The remaining acreage 
was divided between the Gray’s Point and the donors, the Gray’s 
Point receiving title to 12.87 acres. It owned these 12.87 acres of 
land on valuation date; they have been classified by us as non¬ 
carrier, with a present value of $965.25. 

44 The value of the donated lands at time acquired can not 

be ascertained. 

Materials and supplies. —The Gray’s Point does not maintain any 
stock of materials and supplies. 

Final value .—After careful consideration of all the facts herein 
contained, including excess cost of carrier lands, appreciation, de¬ 
preciation, going-concern value, and all other matters which appear 
to have a bearing upon the values here reported, the value, a.s that 
term is used in the Interstate Commerce Act, of the property of the 
Gray’s Point, owned but not used, leased to the carrier, devoted to : 
common-carrier purposes is found to be $1,321,000. 

No working capital including materials and supplies is found to 
be owned and used by the Gray’s Point, a nonoperating company. 

Paragould Southeastern Railway Company. - ‘ 

Location and general description of property. —The.railroad of- 
Paragould Southeastern Railway Company, hereinafter called the 
Paragould, is a single track, standard gauge, steam railroad, located 
in northeastern Arkansas and southeastern Missouri. The owned 
mileage extends from Paragould, Ark., to^Hornersville, Mo.,' and 
thence to Blythcville, Ark., a distance of. 37,3.35 miles; The Para-- 
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gould also owns yard and side tracks totaling 6.074 miles. Its road 
thus embraces 43.409 miles of all tracks owmed. 

Jointly used property. —The Paragould has no jointly owned 
and used property. 

Traffic connections. —The railroad of the Paragould connects 
with the lines of the 

Blytheville, Leachville and Arkansas Southern Railroad Com¬ 
pany, at Arbyrd and Chickasawba, Ark. 

Blytheville, Burdette & Mississippi River Railway Company, at 
Chickasawba, Ark. 

The carrier, at Paragould, Ark. 

Physical conditions affecting construction. —The countrj’^ trav¬ 
ersed by the railroad of the Paragould is low’ and level, with an 
alluvial soil. Temperatures range from 110 degrees above zero to 
10 degrees below zero. The average annual rainfall is about 48 
inches. 

Economic conditions relating to traffic. —The region seiw^d by 
this road is primarily an agricultural district, the principal crops 
being corn and cotton. The manufacture of staves and other prod¬ 
ucts of hardw’ood timber is the principal industrial activity. 

Corporate History. —The Paragould was incorporated October 11, 
1887, under the general law’s of Arkansas, as the Paragould and 
Buffalo Island Raihvay Company, for the purpose of constructing 
a narrow gauge tram road eastward from Paragould for aljout eight 
miles. By an amendment to the articles of incorporation, filed in 
the states of Arkansas and Missouri November 13, 1893, the cor¬ 
porate name was changed to Paragould Southeastern Railway 
45 Company, and authority granted to standard gauge the lino 
and extend the same to Cardwell, Mo. Further extensions of 
the line to Ilornersville, Mo., and to Blytheville, Ark., w’cre author¬ 
ized by amendments filed Augu.«t 12, 1897, and December 11, 1901, 
re.specUvely. The carrier controls the Paragould through ownei’ship 
of its entire capital stock, and the entire property is leased to the 
(*arrier for sole operation under indenture dated January’ 1, 1914. 
Prior to that date the property w’as operated by the Paragould. 

The principal oflice of the Paragould is at St. I.onis, Mo. 

The detailed facts as to the development of the fixed physical prop¬ 
erty are given in Appendix 2. 

History of corporate financing, capital stock, and long-term debt .— 
The Paragould has issued a total of $736,000 in stocks and bonds, and 
incurred non-negotiable debt to afliliated companies aggregating 
$483,672.98, a total of $1,219,672.98. Of this amount $612,757.54 
were outstanding on the date of valuation, as follows: 


Capital stock. $100,000.00 

Mortgage bonds. 511,000.00 

Non-negotiable debt . 1,757.54 


Total . 612,757.54 


The Paragould has issued short-term notes to the amount of $36,- 
254.31, which have all been retired. 
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The purposes for which the capital securities were issued and the 
apparent considerations received therefor, and other facts pertinent 
to the capitalization of the Paragould, are given in Appendix 2. 

Gross and net earnings of the Paragould. —The result of the cor¬ 
porate operations of the Paragould from July 1, 1895, prior to which 
date it is without record of its income, to June 30, 1915, is stated in 
detail in Appendix 2, and is summarized as follows: 


Gross earnings (railway operating revenue). $1,076,677.40 

Operating expenses (railway operating expenses).... 891,667.04 


Leaving net earnings (net revenue from rail¬ 
way operations) . 185,010.36 

During the same period taxes assessed amounted to 

(railway tax accruals) . 38,255.94 


Leaving a net income (railway operating in¬ 
come) . 146,754.42 

To this should be added income from non-operating 
sources of (non-operating income). 63,238.78 


Making gross income for the period (gross in¬ 
come . 209,993.20 

During tliis period rents and hire of equipment 
amounted to (chargeable to deductions from gross 
income) . 62,715.92 


Leaving available for the payment of interest 
and dividends and for other corporate pur- 
j)Oscs (chargeable to deductions from gross 
income and to disposition of net income).. 147,277.28 


No dividends have ever been accrued or paid on the capital stock 
of the Paragould. 

46 General balance sheet .—The general balance sheet stated 

by the Pai'agould, as showing its financial condition on date 
of valuation, follows: 

Assets. 


Investments: 

Investment in road and equipment. $518,148.36 

Current assets: 

Rents receivable . 12,775.00 

Grand total . $530,923.36 


Liabilities. 


Stock: 
Capfial stock 


100,000.00 
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Long-term debt: 

Funded debt unmatured. $511,000.00 

Non-negotiable debt to affiliated com¬ 
panies . 1,757.54 

Fotal ... o 12,^04 .ol 


Current liabilities: 

Interest matured unpaid. 12,775.00 

Total liabilities. 625,532.54 

Corporate surplus: 

Profit and loss balance—debit. 94,609.18 


Total after deducting deficit. 530,923.30 

Investment in road and equipment .—The investment in road and 
oqiiijmient, including land, on date of valuation, is stated in the 
hooks of the Paragould to be $518,148.36, consisting of the following 
items: 


Original road acquired. $10,000.00 

Capital stock issued therefor. $10,000.00 

Reconstruction and extensions: 

Capital stock issued therefor. 90,000.00 

Mortgage bonds issued therefor . 100,000.00 

Other expenditures . 200,460.90 

- 390,460.90 


Expenditures for additions and betterments (net).... 117,687.46 


Total 


518,148.36 


If certain readjustments are made, as detailed in Appendix 2, 
this amount will be decreased to $479,823.76. 

It is not possible from obtainable records to state the above sums 
by primary accounts. 

47 The Paragould owns no equipment, roadway machines, 
shop machinery, or tools. 

It appears definitely from the above that nearly 40 per cent of the 
investment account is made up of securities charged at par, and it is 
probable, as hereinafter shown in Appendix 2, that the total of this 
account is represented by the par value of securities issued. 

Original cost to date .—The original cost to date of all the common- 
carrier property cannot be ascertained, for the reason that the rec¬ 
ords are not obtainable. xYceording to the accounting records of the 
Paragould, $462,687.73 has been expended in the construction and 
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improvement of its property. A large part of the cost is made up of 
securities issued at par. 

In Appendix 2 will be found further information with regard to 
this topic. 

Cost of reproduction new, and cost of reproduction less deprecia¬ 
tion. —The cost of reproduction new and the cost of reproduction 
less depreciation of all common-carrier property, other than land, 
owned by the Paragould, are as follows: 


Wholly owned but not used: 
Leased to the carrier: 


Cost of reproduction. 


New. Less depreciation. 


In Missouri. $305,360 $213,357 

In Arkansas. 220,640 152,266 


Total 


526,000 365,623 


These amounts, classified in conformity with the classification of 
expenditures for road and equipment as prescribed by us, are 
shown in the summary sheets which are a part of Appendix 1. 

Cost of lands, rights-of-way, and terminals at the time of their 
dedication to public use, and present value of same .—The Para¬ 
gould owns 465.90 acres of lands devoted to carrier purposes. The 
original cost of these lands, as supported by the accounting records, 
was $6,464.23, of which sum $5,657.08 covers lands located in 
Arkansas and $807.15 covers lands located in Missouri. The Para¬ 
gould claims additional costs of $733.75 which are not supported 
by the accounting records. The Paragould has received $421.42 as 
proceeds from part parcels sold, which amount has been verified 
but has not been deducted from the verified costs for the reason that 
the parcels to which it applies cannot be identified. 

The cost of the land owned by the Paragould and devoted partly 
to carrier and partly to non-carrier purposes, located in Arkansas 
only, was $1,565.50, which cost is supported by the accounting 
records. 

48 The present value of the lands owned by the Paragould 

and devoted e.xclusively to carrier purposes is $34,227.32, 
as follows: 


Leased to the carrier: 


Acres. Present value. 

In Arkansas 
In Missouri 


201.86 $20,679.01 

264.04 13,548.28 


Total 


465.90 34.227.32 


Further information with respect to land costs is given in Appen¬ 
dix 2. 

Original and present cost of condemnation and damages or of 
purchase of lands in excess of such original cost or present value .— 
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The present costs of condemnation and damages or of purchase of 
lands owned but not used, leased to the carrier, in excess of the 
present value of sueh lands, are found to be as follows: 

Wholly owned and used exclusively by the carrier: 


In Missouri . $18,247 

In Arkansas . 25,005 

Total owned . 43,252 


The original cost of condemnation and damages or of purchase 
of lands owned but not used by the Paragould, in excess of the 
original cost of such lands, cannot be ascertained. 

Property held for purposes other than those of a common car¬ 
rier .—The Paragould owns 61.76 acres of non-carrier land, located 
in Arkansas, with a present value of $12,963.05, the cost of which, 
as supported by the accounting records, was $38,324.60. This cost 
is included in the investment in road and equipment account of 
the Paragould. 

Aids, gifts, grants of rights-of-way, and donations. —The Para¬ 
gould received donations of carrier land amounting to 262.08 acres, 
said lands having a present value of $20,940.79. Of these totals, 
88.13 acres, with a present value of $10,828.18, are in Arkansas, 
and 173.95 acres, with a present value of $10,112.61, are in Mis¬ 
souri. The Paragould received gifts of non-carrier lands, all in 
Arkansas, to the extent of 0.06 of an acre, with a present value of 
$4.20. The value of said lands at the time acquired can not be 
ascertained. 

Materials and supplies. —The Paragould does not maintain any 
stock of materials and supplies. 

Final value. —After careful consideration of all the facts herein 
contained, including excess cost of carrier lands, appreciation, depre¬ 
ciation, going-concern value, and all other matters which appear to 
have a bearing upon the values here reported, the value, as that 
term is used in the Interstate Commerce Act, of the property of 
the Paragould, owned but not used, leased to the carrier, devoted 
to common-carrier purposes, is found to be $424,000. 

No working capital including materials and supplies is found to 
be owned and used by the Paragould, a nonoperating company. 

49 Central Arkansas and Eastern Railroad Company. 

Location and general description of property. —^The railroad of 
Central Arkansas and Eastern Railroad Company, hereinafter called 
the Central, is a single track, standard gauge, steam railroad, located 
in the central part of Arkansas. The owned mileage extends from 
Stuttgart, Ark., to England, Ark., with a branch line extending 
from Rice Junction, Ark., to Hazen, Ark. The total length of the 
main and branch lines is 43.248 miles. The Central also owns addi¬ 
tional main track of .663 of a mile, and yard and side tracks of 
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9.229 miles. Its road thus embrces 53.140 miles of all tracks 
owned. 

^ Jointly used property. —The Central has no jointly owned and 

used property. 

Traffic connections. —The railroad of the Central connects at 
Ilazen, Ark., with the lines of the Chicago, Rock Island and Pa¬ 
cific Railway Company; at Stuttgart, Ark., with the main line of 
the carrier; and at England, Ark., with a branch line of the carrier. 

^ Physical conditions affecting construction. —The country trav¬ 

ersed by the railroad of the Central is the bottom lands of White 
River, which are low and level, with an alluvial soil. 

The temperature ranges from 110 degrees above zero to 10 de¬ 
grees below zero. The average annual rainfall is about 48 inches. 

Economic conditions relating to traffic. —The region served by 
the railroad of the Central is primarily an agricultural district, the 
,, principal crops being corn and cotton. 

Corporate history. —The Central was incorporated May 18, 1901, 
under the general laws of Arkansas, for the purpose of construct¬ 
ing and operating a railroad from England, Ark., to Ryan (then 
McGregor), Ark. An amendment to the original charter, dated 
February 16, 1910, provided for the construction of an extension 
I from Ryan, Ark., to Stuttgart, Ark., and the building of a branch 

k from Rice Junction, Ark., to Ilazen, Ark. Control of the Central 

is vested in the carrier through ownership of the entire capital 
stock, and the property of the Central is leased to the cai’rier for 
sole operation. 

The principal ofTice of the Central is at Little Rock, Ark. 

The detailed facts as to the development of the fixed physical 
property are given in Appendix 2. 

, History of corporate financing, capital stock, and long-term 

' debt. —The early financing of the Central is obscure, since, wuth 

^ the exception of a minute book of the stockholders’ and directors’ 

meetings, there are no accounting records in existence for the period 
prior to June 30, 1910, when the property was leased to the carrier, 
i. Obtainable records show that the Central has issued a total of 

$1,235,000 in capital obligations, all of which were outstanding on 
' date of valuation, as follows: 


^ Capital stock . $150,000 

First mortgage bonds. 1,085,000 

Total . 1,235,000 


50 The Central has issued short-term notes to the amount of 

^ $195,000, which have all been retired. 

^ The purposes for which the capital securities were issued and the 
( apparent considerations received therefor, and other facts pertinent 
to the capitalization of the Central, are given in Appendix 2. 

^ Gross and net earnings of the Central. —The result of the cor¬ 

porate operations of the Central from October, 1911, when the 
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entire line was opened for operation, to valuation date, is stated 
in detail in Appendix 2, and is summarized as follows: 

Income from nonoperating sources of (nonoperating 

Income) . $195,361.75 


Making gross income for the period (Gross income) 195,361.75 


All of which was available for the payment of interest and divi¬ 
dends and for other corporate purposes. 

The Central has paid no dividends. 

Gentral balance sheet .—The general balance sheet stated by the 
Central, as showing its financial condition on valuation date, fol¬ 
lows : 

Assets. 

Investments: 

Investment in road and equipment. $1,070,139.96 

Current assets: 

Special deposits . $27,525.00 

The carrier—general account.... 164,860.04 

Total . 192,385.04 


Grand total . 1,262,525.00 


Liabilities. 


Stock: 

Capital stock . $150,000.00 

Long-term debt: 

Funded debt unmatured. 1,085,000.00 

Current liabilities: 

Interest matured unpaid. 37,525.00 


Grand total . 1,262,525.00 

Investment in road and equipment .—The investment in road and 
equipment, including land, on valuation date, is stated in the books 
of the Central to be $1,070,139.96, which consists of the following 


items: 

51 Original capital stock issue. $25,000.00 

Stock dividend in June, 1910. 75,000.00 

Construction of extension and branch. 947,682.04 

Additions and betterments. 22,457.92 


Total 


1,070,139.96 
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The Central owns no equipment; such as it originally had has 
been retired. 

The money outlay in constructing the property for which the 
$25,000 of original stock was paid is unknown. 

The items of $947,682.04 and $22,457.92 represent cash, obtained 
by the Central through the sale of bonds and the issuance of short¬ 
term notes. If the stock dividend amounting to $75,000 were de¬ 
ducted the investment account would be reduced to $995,139.96. 

Further facts with regard to this subject will be found in Ap¬ 
pendix 2. 

Original cost to date .—The original cost to date of all the com¬ 
mon carrier property can not be ascertained for the reason that the 
records are not obtainable. 

According to the accounting records of the Central, $995,139.96 
has been expended in the construction and improvement of its 
property. 

Further details with regard to this subject are given in Ap¬ 
pendix 2. 

Cost of reproduction new, and cost of reproduction less deprecia¬ 
tion. —The cost of reproduction new and cost of reproduction less 
depreciation of all common-carrier property, other than land, owned 
by the Central, are $681,281 and $518,003, respectively. These 
amounts, classified in conformity with the classification of expendi¬ 
tures for road and equipment as prescribed by us, are shown in the 
summary sheets which are a part of Appendix 1. 

Cost of lands, rights-of-way, and terminals at the time of their 
dedication to public use, and present value of same. —The Central 
owns 692.40 acres of lands devoted to carrier purposes, and claims 
the cost of these lands to have been $44,984.87. Of this amount 
$40,518.68 are supported by the accounting records, and the balance, 
$4,466.19, is not so supported. The Central has received $1,700 as 
proceeds from part parcels sold, which amount has been verified, 
but has not been deducted from the verified costs for the reason 
that the parcels to which it applies cannot be identified. 

The present value of the lands owned by the Central and devoted 
to carrier purposes is $31,763.61. 

Further information with respect to land costs is given in 
Appendix 2. 

Original and present cost of condemnation and damages or of 
purchase of lands in excess of such original cost or present value .— 
The present cost of condemnation and damages or of purchase of 
lands owned but not used, leased to the carrier, in excess of the 
present value of such lands, is found to — $41,499. 

52 The original co.st of condemnation and damages or of pur¬ 

chase of lands owned but not used by the Central, in excess 
of the original cost of such lands, cannot be ascertained. 

Property held for purposes other than those of a common car- 
<rier .—The Central owns no non-carrier property. 

Aids, gifts, grants of rights-of-way, and donations .—The Central 
received donations of 173.66 acres of carrier land, with a present 
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value of $8,123.40. The value of said lands at time acquired can 
not be ascertained. 

Materials and supplies .—The Central does not maintain any stock 
of materials and supplies. 

Final value .—After careful consideration of all the facts herein 
contained, including excess cost of carrier lands, appreciation, de¬ 
preciation, going-concern value, and all other matters which appear 
to have a bearing upon the values here reported, the value, as that 
term is used in the Interstate Commerce Act, of the property of the 
Central, owned but not used, leased to the carrier, devoted to com¬ 
mon-carrier purposes, is found to be $600,000. 

No working capital including materials and supplies is found to 
be owned and used by the Central, a non-operating company. 

In General. 

With respect to each of the foregoing named carriers embraced 
in this proceeding, in addition to other matters stated, the following 
paragraphs apply as a part of each of the respective valuations: 

Appendices .—Attached hereto and made a part hereof are 
Appendices 1 and 2. Appendix 1 gives the explanatory text and 
summary sheets showing the classification of the cost of reproduc¬ 
tion new and cost of reproduction less depreciation, above set forth, 
in conformity with the classification of expenditures for road and 
equipment prescribed by the Commission. 

Appendix 2 shows further details as to corporate history, the 
development of fixed physical property, history of capital financing, 
investment in road and equipment, original cost to date, and leased 
railway property, excepting those features treated in the text of the 
report. 

Reference is made to Appendix 3 of the report in Texas Midland 
Railroad, 1 Val. Rep. 1, 108, and Appendix A to the supplemental 
tentative valuation in Valuation Docket 4, The Kansas City Southern 
Railway Company, et al., under date of March 31, 1921, which are 
hereby made a part hereof, for a statement of the methods employed 
and of the reasons for the differences between the various cost values 
reported. 

The engineering, land and accounting reports, copies of which 
have been furnished to interested parties, give the details respecting 
the figures here reported, and arc on file in the Bureau of Valuation 
of the Commission, open to public inspection, and subject to the 
direction of Congress, and these reports are referred to for greater 
pai’ticularity as to the matters herein stated. 

53 By the Commission, Division 1. 

[SEAL.] GEORGE B. McGINTY, 

Secretary. 


UNITED STATES OP AMERICA, ETC., VS. I. C. C. ET AL. 



54 


Appendix 1. 


Explanatory Text, 

Characteristics of Country. 

The lines of the carrier traverse in general a flat country, with a 
river-silt soil in the low lands and sandy clay in the cuts. Originally 
heavily timbered with much swamp, the adjacent land has been 
gradually cleared and drained so that today much of the country is 
under cultivation, though some minor stretches of line in central 
and northern Arkansas and in Missouri are still swampy and subject 
to overflow, especially in the vicinity of the St. Francis River. 

Lumbering, at one time almost the sole industry on these lines, is 
still continued on a large scale south of Pine Bluff, Ark., where the 
country was formerly covered with forests of yellow pine. Much of 
the yellow pine has now been cut off and is being followed in many 
places with growths of hard wood. 

South of Pine Bluff the land is rolling with a sandy, clay soil. 

North of Pine Bluff the lumbering industry is still important in 
certain localities where hardwood timber is utilized for staves and 
ties. 

On the cultivated lands the principal crops are rice, cotton and 
corn. 

The temperature ranges from about 110 degrees above zero to 5 
degrees below. The annual rainfall averages about 48 inches. 


•Location and General Description of Property. 

In addition to its owned mileage, the carrier leases and operates 
the properties of the Gray’s Point, the Paragould, and the Central. 
The following is a statement of the mileage owned or used: 


First main track. 



/-^ 

A 

Branch 

Owned and used: 

Main line. 

line. 

In Missouri. 

63.390 

63.243 

lu Arkansas.... 

348.238 

102.471 

In Louisiana.... 


37.996 

Total. 

411.628 

203.710 

Owned but not 

used: 



Leased to Louis¬ 
iana North West 
Railroad Com¬ 
pany—in Louis- 


itiua . 

Grand 

total 

owned (used 

and 

not 

used) 

. 411.628 210.448 


Addi¬ 

tional 

main. 

Yard 

tracks 

and 

sidings. 

Joint 

sidings.* 

Total. 

8.084 

1.801 

• • • • 

37.960 

151.969 

15.179 

0.036 

1.986 

0.659 

172.677 

604.479 

53.175 

9.885 

205.108 

2.681 

830.331 

0.163 

0.920 

• • • • 

7.821 

10.048 

206.028 

2.681 

838.152 




4—3962a 
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First main track. 

_X_ 

Addi¬ 

tional 

main. 

• • • • 

• • • • 

Yard 

tracks 

and 

sidings. 

4.103 

1.971 



i 

Used but not owned 

Leased from 
the Paragould, 
owner: 

In Arkansas.... 
In Missouri. 

r- 

Main line. 

• 

• 

-N 

Branch 

line. 

16.873 

20.462 

Joint 

sidings.* 

• t • • 

• • • • 

Total. 

• 

20.976 

22.433 

Total. 


37.335 

• • • • 

6.074 

• • • • 

43.409 

Lea sed from 
owner: 

The Gray’s Point 
in Missouri.... 

13.253 


7.364 

38.406 

• • • • 

59.023 

The Central—in 
Arkansas . 


43.248 

0.663 

9.229 

• • • • 

53.140 

Total (used but 
not owned)... 

13.253 

80.583 

8.027 

53.709 

• • • • 

155.572 

Grand total used 
(owned and 
not owned)... 

424.881 

284.293 

17.912 

258.817 

2.681 

985.903 


The carrier owns a large freight terminal in St. Louis, Mo., and 
operates under trackage rights over lines of terminal companies to 
East St. Louis, Ill. Between East St. Louis, Ill., and Thebes, Ill., 
it uses under trackage rights the line of the Missouri Pacific Rail¬ 
road Company. At Thebes it operates over the Trans-Mississippi 
bridge of the Southern Illinois and Missouri Bridge Company as 
one of the tenant owner lines. 

The northern terminus of the owned lines is at Illmo, Mo. The 
main line extends thence southwesterly to Texarkana, Arkansas- 
Texas state line. 

The carrier operates into Memphis, Tenn., over the lines of other 
carriei’s, freight traffic moving over the lines of the Missouri Pa¬ 
cific Railroad Company from Fair Oaks, Ark., and passenger 
56 traffic over the lines of The Chicago, Rock Island gnd 
Pacific Railway Company from Brinkley, Ark. It reaches 
Cairo, Ill., using under trackage rights the tracks of the Missouri 
Pacific Railroad Company between that point and Thebes, Ill. 

The principal points on its lines are Paragould, Blytheville, Jones¬ 
boro, Brinkley, Little Rock, Pine Bluff, Fordyce, and Camden, Ark., 
and Shreveport, La. 

The general offices of the carrier are at St. Louis, Mo., and the 
operating headquarters are at Pine Bluff, Ark. The larger freight 
yards and terminals are located at Illmo, Mo., Shreveport, La., and 
Little Rock and Pine Bluff, Ark. 

♦The mileage for Joint sidings is the undivided mileage, and Is not included 
in the total for all tracks. 
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Traffic connections, —The railroad of the carrier exchanges traf¬ 
fic with all roads entering S’t. Louis, Mo., and East St. Louis., Ill., 
by means of various terminal companies. Further, it exchanges 
traffic directly with other roads at the following-named points: 
With: 

Butler County Railroad Company, at Piggott, Ark.; 

The Chicago, Rock Island and Pacific Railway Company, at Ar- 
genta, Brinkley, Fordyce and Stuttgart, Ark.; 

The Central, at Stuttgart and England, Ark; 

Fordyce & Princeton Railroad Company, at Fordyce, Ark; 

Freeo Valley Railroad Company, at Eagle Mills, Ark.; 

The Gray^s Point at Delta, Mo.; 

Jonesboro, Lake City and Eastern Railroad Company, at Jones¬ 
boro, Ark.; 

The Kansas City Southern Railway Company, at Shreveport, La., 
and Texarkana, Arkansas-Texas state line; 

Louisiana & Arkansas Railway Company, at Shreveport, La., 
and Stamps, Ark.; 

I^uisiana North West Railroad Company, at Magnolia, Ark.; 

Louisiana Railway & Navigation Company, at Shreveport, La.; 

Missouri and North Arkansas Railroad Company, at Fargo, Ark.; 

Missouri, Kansas & Texas Railway Company, at Shreveport, La.; 

Missouri Pacific Railroad Company, at Dexter and Samoa, Mo., 
at Argenta, Camden, Clarendon, Fair Oaks, Paragould and Pine 
Bluff, Ark., and at Texarkana, Arkansas-Texas state line; 

Ouachita Valley Railway Company, at Millville, Ark.; 

The Paragould, at Paragould, Ark.; 

The Pine Bluff, Arkansas River Railway Company at Rob Roy, 
Ark.; 

St. Louis,, San Francisco Railroad Company at Campbell, Delta, 
Lilbourn, Malden and Zeta, Mo., and at Jonesboro and Parma, Ark.; 

St. Louis, Kennett & Southeastern Railroad Company at Piggott, 
Ark.; 

St. Louis, Southwestern Raihvay Company of Texas at Tex¬ 
arkana, Arkansas-Texas state line; 

The Shreveport Bridge & Terminal Company at Shreveport, La.; 

Southern Pacific Lines, at Shreveport, La.; 

• Thornton & Alexandria Railway Company at Thornton, Ark.; 
and 

Vicksburg, Shreveport & Pacific Railway Company at Shreveport, 
La. 

Road. 


The ruling grade in each direction on the main line between 
Illmo and Texarkana is 0.5 per cent north of Pine Bluff and 1 per 
cent south of Pine Bluff. The branch lines have ruling 
57 grades ranging from 0.4 per cent on the branch from Alt- 
heimer to Argenta, Ark., to 1.2 per cent on the line from 
McNeil to Magnolia, Ark. The ordinary maximum curvature is 
four degrees. 
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Grading has been computed upon the two-way basis and is generally 
light, averaging about 5,000 cubic yards of excavation and 15,000 
cubic yards of embankment to the mile of road. Little rock is en¬ 
countered. 

The most important steel bridges are located at crossings of the 
White River at Clarendon, Ark., the Arkansas River at Rob Roy, 
Ark., the Ouachita River at Camden, Ark., and the Red River at 
Garland City, Ark. There are about 100 metal bridges and many 
timber trestles. 

The depot buildings in large towns are generally of brick, and in 
the smaller towns of frame construction, as are most of the other 
buildings on the line. The principal shops are at Pine Bluff, Ark. 
At St. Louis, Mo., the carrier has recently constructed a large rein¬ 
forced concrete freight station and warehouse. 

Equipment. 

The carrier and the St. Louis Southwestern Railway Company of 
Texas (all of whose stock is owned by the carrier) own equipment 
jointly in the respective proportions of 60 per cent and 40 per cent, 
as follows: 


Locomotives. 250 

Freight-train cars. 13,588 

Passenger-train cars. 225 

Passenger-train cars with motor equipment. 8 


Construction Periods. 

It is estimated that the lines of railroad owned or used by the 
carrier could be constructed in the period of time indicated below: 


Line. Months. 

Owned and used: 

At East St. Louis, Ill., relay station. 12 

Altheimer, Ark., to Argenta (North Little Rock) Ark. 12 

Stuttgart, Ark., to Gillett, Ark. 12 

Delta, Mo., to Missouri-Arkansas state line. 18 

At St. Louis, Mo., Florida Street Terminal station. 18 

Malden, Mo., to Bird’s Point, Mo. 18 

Lilbourn, Mo., to Madrid, Mo. 18 

Missouri-Arkansas state line to Paragould, Ark. 18 

Lewisville, Ark., to Arkansas-Louisiana state line. 18 

Arkansas-Louisiana state line to Shreveport, La. 18 

Paragould, Ark., to Texarkana, Arkansas-Texas state 

58 line . 24 

Jointly owned sidings. 12 

Owned but not used: 

McNeill, Ark., to Magnolia, Ark. 12 
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line. Months. 

Used but not owned: 

The Gray’s Point. 24 

The Paragould. 12 

The Central. 12 


Engineering and General Expenditures. 

Engineering has been allowed at 4^/4 per cent on road accounts 3 
to 47 inclusive. 

General expenditures, exclusive of interest, have been allowed on . 
the basis of 1^ per cent on road accounts 1 to 47, exclusive of ac¬ 
count 2. 

Interest during construction has been allowed for one-half the 
construction periods given above, plus three months, at the rate of 
6 per cent per annum on all road and general expenditure accounts, 
excepting accounts 2 and 76. Interest on equipment has been al¬ 
lowed for three monhts at 6 per cent per annum. 


General Information. 


Shrinkage .—Ten per cent has been added to all embankment and 
ballast quantities for shrinkage. 

Waste .—Quantities have been adjusted as follows for waste: 


Track spikes 
Track bolts .. 
Nut locks ... 
Piling. 


3 

1 

2 

121/2 


per cent. 

({ It 

it (( 

(( ct 


Scrap and salvage .—Allowances have been made for scrap and 
salvage value. 

59 Summaries. 


Acct. 


Classes. 


Wholly Owned and Used. 

All Sections. 

Cost of reproduction. 


Less 

New. depreciation. 


I. Road: 

1. Engineering . 

3. Grading . 

6. Bridges, trestles, and culverts. 

8. Ties . 

9. Rails ... 

10. Other track material . 

11. Ballast .. 

12. Track laying and surfacing. 

13. Right-of-way fences . 

15. Crossings and signs. 

16. Station and office buildings. 


$692,900 $692,900 

2,693,504 2,692,602 

2,593,720 1,914,962 

1,626,801 813,400 

2,690,746 2,190,720 

631,903 338,073 

1,275,381 1,101,853 

1,498,566 1,074,260 

254,666 162,629 

78,679 57,120 

1,118,704 957,737 
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Cost of reproduction. 


Less 

Acct Classes. New. depreciation. 

17. Roadway buildings . 114,613 87,360 

18. Water stations . 196,214 165,775 

19. Fuel stations. 50,047 39,905 

20. Shops and engine houses. 718,156 588,154 

23. Whar\’es and docks. 1,965 1,670 

26. Telegraph and telephone lines. 78,085 64,075 

27. Signals and interlockers. 13,893 11,420 

29. Power plant buildings. 35,718 30,903 

31. Power transmission systems. 3,078 2,584 

32. Power distribution systems. 14,997 9,274 

33. Power line poles and fixtures. 1,513 938 

34. Underground conduits. 1,348 1,267 

35. Miscellaneous structures . 165,165 134,596 

36. Paving. 45,654 43,032 

37. Roadway machines. 17,698 12,347 

38. Roadway small tools. 29,646 14,822 

44. Shop machinery. 287,508 206,608 

45. Power plant machinery. 62,605 45,917 

46. Power substation apparatus. 2,944 2,251 


Total, 1, and 3 to 47, in¬ 
clusive . 16,996,417 13,459,154 


III. General Expenditures: 

71. Organization expenses . 

72. General officers and clerks. 


4 O. 

74. 

75. 

.1 

Stationery and printing. 

Taxes . 

► 254,946 

201,886 

77. 

76. 

Other expenditures—general. 

Interest during construction. 

1,173,142 

1,927,779 


Total, 71 to 77, inclusive.. 

1,428,088 

1,129,665 


Grand total, 1, and 3 to 77, 
inclusive . 

18,424,505 

14,588,819 

60 

Wholly Owned and Used. 



Not Allocated to States. 



I. Road: 



1. 

16. 

Engineering . 

Station and office buildings. 

$414 

9,745 

$414 

5,847 


Total, 1, and 3 to 47, in¬ 
clusive . 

10,159 

6,261 
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Acct. Classes. 

III. General Expenditures: 

71. Organization expenses . 

72. General officers and clerks. 

73. Law. 

74. Stationery and printing. 

75. Taxes . 

77. Other expenditures—general. 

76. Interest during construction. 



Total, 71 to 77, inclusive.. 

925 

571 


Grand total, 1, and 3 to 77, 
inclusive . 

11,084 

6,832 


Wholly Owned and Used. 



Located in Illinois. 



I. Road: 



1. 

16. 

Engineering . 

Station and office buildings. 

$260 

6,125 

$260 

5,430 


Total, 1, and 3 to 47, in¬ 
clusive . 

6,385 

5,690 


III. General Expenditures: 



71. 

72. 

73. 

Organization expenses . 1 

General officers and clerks. 

Law. 

96 

85 

74. 

75. 
77. 

76. 

Stationery and printing. 

Taxes . 

Other expenditures—general. 

Interest during construction. 

292 

260 


Total, 71 to 77, inclusive.. 

388 

345 


Grand total, 1, and 3 to 77, 
inclusive . 

6,773 

6,035 


Cost of reproduction. 

_A_____ 

New. 

-> 

Less 

depreciation. 

152 

94 

773 

477 
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Wholly Owned and Used. 


Located in Missouri. 


Acct Classes. 

I. Road: 

1. Engineering. 

3. Grading. 

6. Bridges, trestles, and culverts. 

8. Ties. 

9. Rails . 

10. Other track material. 

11. Ballast . 

12. Track laying and surfacing. 

13. Right-of-way fences. 

15. Crossings and signs . 

16. Station and office buildings. 

17. Roadway buildings . 

18. Water stations. 

19. Fuel stations. 

20. Shops and engine houses. 

23. Wharves and docks. 

26. Telegraph and telephone lines.... 

27. Signals and interlockers. 

36. Paving. 

38. Roadway small tools. 

44. Shop machinery. 

Total, 1, and 3 to 47, in¬ 
clusive . 


Cost of reproduction. 

- ■ , A_ 

Less 


New. 

depreciation. 

$128,510 

$128,510 

435,335 

435,335 

284,682 

181,830 

359,524 

179,762 

476,035 

430,971 

119,377 

79,052 

349,663 

294,815 

322,947 

242,656 

78,877 

48,484 

13,743 

9,078 

486,764 

419,280 

25,994 

19,413 

24,875 

20,469 

10,961 

7,673 

1,648 

1,265 

1,965 

1,670 

14,671 

11,667 

1,261 

1,200 

3,539 

3,362 

5,769 

2,884 

6,113 

4,529 

3,152,253 

2,523,905 


III. General Expenditures: 

71. Organization expenses . 

72. General officers and clerks. 

<3. Law . 4*7 oQf 

74. Stationery and printing.’ ^ ’ 

75. Taxes . 

77. Other expenditures—general. 

76. Interest during construction. 191,972 


37,859 


153,705 


Total, 71 to 77, inclusive.. 239,256 


191,564 


Grand total, 1, and 3 to 77, • 

inclusive. 3,391,509 


2,715,469 
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Wholly Owned and Used. 


Located in Arkansas. 


Acct Clanes. 

I. Road: 

1. Engineering. 

62 

3. Grading . 

6. Bridges, trestles, and culverts. 

8. Ties . 

9. Rails . 

10. Other track material . 

11. Balast. 

12. Track laying and surfacing. 

13. Right-of-way fences . 

15. Crossings and signs. 

16. Station and office buildings. 

17. Roadway buildings . 

18. AVater stations. 

19. Fuel stations. 

20. Shops and engine houses. 

26. Telegraph and telephone lines .... 

27. Signals and interlockers. 

29. Power plant buildings. 

31. Power transmission systems. 

32. Power distribution systems. 

33. Power line poles and fixtures. 

34. Underground conduits. 

35. Miscellaneous structures. 

36. Paving. 

37. Roadway machines. 

38. Roadw^ay small tools. 

44. Shop machinery. 

45. Powder plant machinery. 

46. Power substation apparatus . 

Total, 1, and 3 to 47, in¬ 
clusive . 


Cost of reproduction. 



—A-^ 


Less 

New. 

depreciation. 

$524,252 

$524,252 

1,991,994 

1,991,092 

2,259,417 

1,700.399 

1,176,702 

588,349 

2,034.560 

1,604,032 

471,468 

233,442 

858,701 

747,892 

1,081,256 

760,541 

161,828 

102,187 

60,198 

44,402 

570,493 

494,374 

81,445 

62,591 

163,856 

138,796 

39,086 

32,232 

695,425 

570,944 

62,600 

51,675 

7,216 

5.777 

35,718 

30,903 

3,078 

2,584 

14,997 

9,274 

1,513 

938 

1,348 

1,267 

165,165 

134,596 

12,227 

9,782 

17,698 

12,347 

22,004 

11,002 

279,801 

200,936 

62,605 

45,917 

2,944 

2,251 

12,859,595 

10,114,774 
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Acct. Classes. 

III. General Expenditures: 

71. Organization expenses .' 

72. General officers and clerks. 

73. Law . 

74. Stationery and printing . 

75. Taxes . 

77. Other expenditures—general ... 

76. Interest during construction. 


Cost of reproduction. 


Less 

New. depreciation. 


192,894 151,721 

921,152 724,099 


Total, 71 to 77, inclusive.. 1,114.046 875,820 


Grand total, 1, and 3 to 77, 
inclusive . 


13,973,641 10,990,59J 


Wholly Owned and Used. 
Located in Louisiana. 

1. Road: 


1. Engineering . $39,464 $39,464 

3. Grading. 266,175 266,175 

6. Bridges, trestles, and culverts. 49,621 32,733 

63 

8. Ties . 90,575 45,289 

9. Rails . 180,151 155,717 

10. Other track material. 41,058 25,579 

11. Ballast . 67,017 59,146 

12. Track laying and surfacing. 94,363 71,063 

13. Right-of-way fences. 13,961 11,958 

15. Crossings and signs. 4,738 3,640 

16. Station and office buildings. 45,577 32,806 

17. Roadway buildings . 7,174 5,356 

18. Water stations . 7,483 6,510 

20. Shops and engine houses. 21,083 15,945 

26. Telegraph and telephone lines .... 814 733 

27. Signals and interlockers. 5,416 4,443 

36. Paving. 29,888 29,888 

38. Roadway small tools. 1,873 936 

44. Shop machinery . 1,594 1,143 


Total, 1, and 3 to 47, in¬ 
clusive . 968,025 808,524 
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Acct Classes. 

III. General Expenditures: 

71. Organization expenses.' 

72. General officers and clerks. 

73. Law . 

74. Stationery and printing. 

75. Taxes . 

77. Other expenditures—general_ 

76. Interest during construction. 

Total, 71 to 77, inclusive... 


Cost of reproduction. 

_A__ 

New. 

- N 

Less 

depreciation. 

14,520 

12,127 

t 

58,953 

49,238 

73,473 

61,365 


Grand total, 1, and 3 to 77, 
inclusive . 1,041,498 


869,889 


64 


1 . 

8 . 

9. 

10 . 

12 . 


71. 

72. 

73. 

74. 

75. 
77. 

76. 


Jointly Owned and Used with St. Louis Transfer Railway 
Company, Each One-Half: Carrier’s Portion. 


Located in Missouri. 

I. Road: 


Engineering . 

$11 

$11 

Ties . 

80 

40 

Rails . 

49 

47t 

Other track material. 

82 

48 

Track laying and surfacing. 

49 

31 

Total, 1, and 3 to 47, in- 

elusive. 

271 

177 


III. General Expenditures: 

Organization expenses.1 

General officers and clerks. 


Stationery and printing. 

Taxes . 

Other expenditures—general ... 

Interest during construction. 12 8 


Total, 71 to 77, inclusive... 16 11 


Grand total, 1, and 3 to 77, 
inclusive . 287 188 
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Jointly Owned and Used with Kansas City, Fort Scott and Memphis 
Railway Company, Each One-half: Carrier’s Portion. 

Located in Arkansas. 

Cost of reproduction. 


Less 

Acct Classes. New. depreciation. 

I. Road: 

1. Engineering . $51 $51 

8. Ties . 262 130 

9. Rails . 356 307 

16. Other track material . 191 118 

11. Ballast . 97 97 

12. Track-laying and surfacing. 301 217 

Total, 1, and 3 to 47, in¬ 
clusive . 1,258 920 

65 III. General Expenditures: 

71. Organization expenses.' 

72. General officers and clerks. 

73. Law ., 19 14 

74. Stationery and printing. 

75. Taxes . 

77. Other expenditures—general ... .J 

76. Interest during construction. 57 42 

Total, 71 to 77, inclusive.. 76 56 

Grand total, 1, and 3 to 77, 
inclusive . 1,334 976 


Jointly Owned and Used with Missouri Pacific Railroad Company, 

Each One-half: Carrier’s Portion. 

Located in Arkansas. 

(At Pine Bluff.) 

I. Road: 


1. Engineering . $165 $165 

3. Grading. 316 316 

8. Ties . 752 376 

9. Rails. 1,339 1,146 

10. Other track material . 363 244 

11. Ballast . 298 298 

12. Track laying and surfacing. 823 617 

Total, 1, and 3 to 47, in¬ 
clusive . 4,056 3,162 
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Cost of reproduction. 


Less 

Acct. Classes. New. depreciation. 

III. General Expenditures: 

71. Organization expenses.' 

72. General officers and clerks. 

73. Law .^ G1 47 

74. Stationery and printing.j 

75. Taxes . 

77. Other expenditures—general .... J 

76. Interest during construction. 185 144 

Total, 71 to 77, inclusive... 246 191 

Grand total, 1, and 3 to 77, 
inclusive . 4,302 3,353 


66 Jointly Owned and Used with Missouri Pacific Railroad 
Company, Each One-Half: Carrier’s Portion. 

Located in Arkansas. 

(At Texarkana.) 

I. Road: 


1. Engineering . $55 $55 

8. Ties . 257 129 

9. Rails . 303 252 

10. Other track material. 213 126 

11. Ballast . 202 177 

12. Track laying and surfacing. 311 217 

15. Crossings and signs . 11 7 

Total, 1, and 3 to 47, inclusive. 1,352 963 

HI. General Expenditures: 

7j. Organization expenses. 

72. General officers and clerks. 

73. Law. 20 14 

74. Stationery and printing. 

75. Taxes. 

V7. Other expenditures—general. 

76. Interest during construction. 62 44 

Total, 71 to 77, inclusive.... 82 58 

Grand total, 1, and 3 to 77, 
inclusive . 1,434 1,021 
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Jointly Owned and Used with Choctaw, Oklalioma and Gulf Rail¬ 
road Comapny, Each One-Half: Carrier’s Portion. 


Located in Arkansas. 

Cost of reproduction. 



t -^ 

Less 

Acct Classes. 

New. 

depreciation. 

I. Road: 



1. Engineering . 

$47 

$47 

3. Grading . 

37 

37 

8. Ties . 

321 

298 

9. Rails . 

388 

3812 

10. Other track material . 

171 

121 

11. Ballast . 

7 

3 

12. Track laying and surfacing. 

186 

169 

15. Crossings and signs . 

1 

1 

67 Total, 1, and 3 to 47, in- 

• 


elusive . 

1,158 

1,058 

General Expenditures: 

71. Organization expenses.] 

72. General oflicers and clerks. 



73. Law. 

17 

16 

74. Stationery and printing. 

75. Taxes. 

77. Other expenditures—general.J 

> 


76. Interest during construction. 

53 

48 

Total, 71 to 77, inclusive.... 

70 

64 

Grand total, 1, and 3 to 77, 


inclusive . 

1,228 

1,122 

Jointly Owned and Used with Louisiana & Arkansas Railway Com- 

pany and Louisiana Railway & Nayigation Company, 

Each One- 

Third: Carrier’s Portion. 

Located in Louisiana. 


I. Road: 

1. Engineering . 

$56 

$56 

8. Ties . 

390 

195 

9. Rails . 

467 

397 

10. Other track material . 

187 

128 

12. Track laying and surfacing .... 

264 

182 

15. Crossings and signs .. 

1 

1 

Total, 1, and 3 to 47, inclusiye 1,365 

959 
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Acct. Classes. 

III. General Expenditures: 

71. Organization expenses. 

72. General offieers and clerks. 

73. Law. 

74. Stationery and printing. 

75. Taxes. 

77. Other expenditures—general_ 

76. Interest during construction ... 


Cost of reproduction. 


Less 

New. depreciation. 


20 14 

62 44 


Total, 71 to 77, inclusive.... 82 58 

Grand total, 1, and 3 to 77, 
inclusive. 1,447 1,017 


68 Jointly Owned and Used with St. Louis Southwestern Rail¬ 
way Company of Texas, 40 Per Cent; the Carrier, 60 Per 
Cent: Carrier’s Portion. 

Not Allocated to States. 


1. Engineering . 

37. Roadway machines 


$594 $594 

13,974 10,809 


Total 1, and 3 to 47, inclu¬ 
sive . 


14,568 11,403 


11. Equipment: 

51. Steam locomotives .. . 

53. Freight-train cars .... 

54. Passenger-train cars .. 
57. Work equipment .... 


2,165,107 1,534,898 

6,165,333 4,318,466 

1,159,542 875,888 

532,322 389,293 


Total 51 to 58, inclusive.. 10,022,304 


7,118,545 



















64 


UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 


Acct Classes. 


Cost of reproduction. 


Lessdepre- 
New. elation. 


III. General Expenditures: 

71. Organization expenses. 

72. General officers and clerks. 

73. Law . 

74. Stationery and printing. 

75. Taxes . 

77. Other expenditures—general... 

76. Interest during construction.... 


218 


151,000 


171’ 

107,299 


Total, 71 to 77, inclusive.. 151,218 107,470 


Grand total, 1 and 3 to 77, 
inclusive . 10,188,090 


7,237,418 


Wholly Owned but Leased to the Louisiana North West Railroad 

Company. 

Located in Arkansas. 


I. Road: 


1. Engineering . 

$3,234 

$3,234 

3. Grading. 

22,086 

22,086 

6. Bridges, trestles, and culverts. 

6,694 

3,668 

8. Ties . 

12,775 

6,387 

9. Rails . 

17,201 

. 11,885 

10. Other track material. 

3,916 

2,233 

11. Ballast . 

285 

285 

69 



12. Track laying and surfacing. 

8,944 

5,448 

13. Right-of-way fences. 

282 

104 

15. Crossings and signs. 

579 

498 

16. Station and office buildings. 

3,338 

2,974 


Total, 1, and 3 to 47, in¬ 
clusive . 


79,334 58,802 
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r 


Acct Classes. 

III. General Expenditures: 

71. Organization expenses. 

72. General officers and clerks. 

73. Law . 

74. Stationery and printing. 

75. Taxes . 

77. Other expenditures—general. 

76. Interest during construction. 


Cost of reproduction. 


Less depre> 
New. elation. 


1,190 882 

3,624 2,686 


Total, 71 to 77, inclusive.. 4,814 3,568 


Grand total, 1, and 3 to 77, 
inclusive . 


84,148 62,370 


Used but Not Owned. 


Leased from the Gray’s Point, Owner. 


Located in Missouri. 

I. Road: 


1. Engineering . 

3. Grading. 

6. Bridges, trestles, and culverts. 

8. Ties . 

9. Rails . 

10. Other track material. 

11. Ballast . 

12. Track laying and surfacing. 

13. Right-of-way fences . 

15. Crossings and signs. 

16. Station and office buildings. 

17. Roadway buildings. 

18. Water stations. 

19. Fuel stations. 

20. Shops and engine houses. 

26. Telegraph and telephone lines.... 

27. Signals and interlockei’s. 

31. Power transmission systems. 

32. Power distribution systems. 

33. Power line poles and fixtures. 

38. Roadwav small tools. 

44. Shop machineiy. 

Total, 1, and 3 to 47, in¬ 
clusive . 


$47,439 

$47,439 

142,417 

142,065 

59,995 

41,239 

116,154 

58,077 

165,145 

151,018 

55,698 

35,946 

184,754 

158,171 

142,477 

110,334 

8,417 

6,344 

2,348 

1,626 

37,066 

31,549 

6,718 

4,918 

72,263 

66,336 

12,187 

9,749 

80,906 

69,076 

4,660 

3,791 

2,974 

2,323 

947 

642 

3,254 

1,705 

924 

462 

995 

497 

15,902 

10,093 

1,163,640 

953,400 


5—3962a 
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Cost of reproduction. 


Less depre- 

Acct Classes. New. elation. 


70 III. General Expenditures: 


71. Organization expenses. 

• • • 




72. General officers and clerks. 

73. Law . 

• • • 


17,454 

14,302 

74. Stationery and printing. 

75. Taxes . 

• • • 

• • • 

» 



77. Other expenditures—general... 
76. Interest during construction... 

• • • 

J 

• • 


88,582 

72,578 


Total, 71 to 77, inclusive.. 106,036 86,880 


Grand total, 1, and 3 to 77, 
inclusive . 1,269,676 1,040,280 


Used but Not Owned. 

Leased from the Paragould, Owner. 
All Sections. 


I. Road: 

1. Engineering . 

3. Grading . 

6. Bridges, trestles and culverts. 

8. Ties . 

9. Rails . 

10. Other track material. 

11. Ballast . 

12. Track laying and surfacing. 

13. Right-of-way fences. 

15. Crossings and signs. 

16. Station and office buildings. 

17. Roadway buildings . 

18. Water stations . 

19. Fuel stations. 

20. Shops and engine houses. 

27. Signals and interlockers. 

38. Roadway small tools. 

Total, 1, and 3 to 47, in¬ 
clusive . 


$20,217 

$20,217 

88,988 

88,988 

91,083 

49,893 

68,559 

34,280 

91,576 

61,861 

19,289 

10,857 

7,543 

6,945 

48,712 

20,813 

11,496 

6,708 

3,204 

2,176 

23,037 

18,102 

7,259 

5,292 

9,291 

6,832 

735 

588 

3,168 

1,267 

60 

42 

1,693 

847 


495,910 344,708 
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Acct Classes. 


Cost of reproduction. 



Less depre- 
New. elation. 


III. General expenditures: 


71. Organization expenses. 

72. General officers and clerks.. 

73. Law . 

74. Stationery and printing .... 

75. Taxes . 

77. Other expenditures—general 

76. Interest during construction 


7,439 

22,651 


5,170 

15,745 


Total, 71 to 77, inclusive.. 30,090 20,915 

Grand total, 1, and 3 to 77, 
inclusive . 526,000 365,623 


Used but Not Owned. 

Leased from the Paragould, Owner. 
Located in Missouri. 

I. Road: 


1. Engineering . $11,737 $11,737 

3. Grading . 56,612 56,612 

6. Bridges, trestles and culverts. 65,854 35,280 

8. Ties . 38,570 19,287 

9. Rails . 47,473 32,579 

10. Other track material. 9,189 5,269 

11. Ballast . 6,384 5,810 

12. Track laying and surfacing. 26,448 16,513 

13. Right-of-way fences. 6,606 4,178 

15. Crossings and signs.. 1,223 925 

16. Station and office buildings. 8,938 6,733 

17. Roadway buildings. 3,641 2,797 

18. Water stations. 4,203 2,915 

27. Signals and interlockers. 48 34 

38. Roadway small tools. 965 483 

Total, 1, and 3 to 47, in¬ 
clusive . 287,891 201,152 
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Acct Classes. 


Cost of reproduction. 


Lees depre- 
New. elation. 


III. General expenditures: 

71. Organization expenses . 

72. General oflicers and clerks. 

73. Law . 

74. Stationery and printing. 

75. Taxes . 

77. Other expenditures—general.... 

76. Interest dui’ing construction.... 


4,319 

13,150 


3,017 

9,188 


Total, 71 to 77, inclusive.. 17,469 12,205 


Grand total, 1, and 3 to 77, 
inclusive . 305,360 213,357 


72 Used but Not Owned. 

Leased from the Paragould, Owner. 
Located in Arkansas. 


I. Road: 


1. Engineering . 

$8,480 

$8,480 

3. Grading . 

32,376 

32,376 

6. Bridges, trestles and culverts. 

25,229 

14,613 

8. Tics . 

29,989 

14,993 

9. Rails. 

44,103 

29,282 

10. Other track material. 

10,100 

5,588 

11. Ballast . 

1,159 

1,135 

12. Track laying and surfacing. 

22,264 

13,300 

13. Right-of-way fences. 

4,890 

2,530 

15. Crossings and signs. 

1,981 

1,251 

16. Station and office buildings.. 

14,099 

11,369 

17. Roadway buildings . 

3,618 

2,495 

18. Water stations. 

5,088 

3,917 

19. Fuel stations. 

735 

588 

20. Shops and engine houses. 

3,168 

1,267 

27. Signals and interlockers. 

12 

8 

38. Roadway small tools. 

728 

364 

Total, 1, and 3 to 47, in- 



elusive . 

208,019 

143,556 
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Acct Classes. 


Cost of reproduction. 


Less depre- 
New. elation. 


III. General expenditures: 

71. Organization expenses. 

72. General officers and clerks. 

73. Law . 

74. Stationery and printing. 

75. Taxes .. 

77. Other expenditures—general_ 

76. Interest during construction. 


3,120 

9,501 


2,153 

6,557 


Total, 71 to 77, inclusive.. 12,621 8,710 


Grand total, 1, and 3 to 77, 
inclusive . 220,640 152,266 

73 Used but Not Owned. 

Leased from the Central Owner. 

Located in Arkansas. 

I. Road: 

1. Engineering . 

3. Grading . 

6. Bridges, trestles and culverts 

8. Ties . 

9. Rails . 

10. Other traek material. 

11. Ballast . 

12. Track laying and surfacing. 

13. Right-of-way fences. 

15. Crossings and signs. 

16. Station and office buildings. 

17. Roadway buildings . 

18. Water stations. 

27. Signals and interlockers.... 

38. Roadway small tools. 


Total, 1, and 3 to 47, in¬ 
clusive . 642,309 488,371 


$26,185 

$26,185 

110,548 

110,548 

40,678 

22,023 

85,281 

42,641 

114,519 

85,630 

28,081 

17,323 

101,900 

84,722 

86,008 

59,775 

13,260 

10,490 

4,822 

3,907 

11,418 

9,269 

12,247 

10,160 

5,336 

4,678 

36 

25 

1,990 

995 


* 
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Acct ' Classes. 


Cost of reproduction. 


Less depre- 
New. elation. 


III. General expenditures: 

71. Organization expenses. 

72. General officers and clerks. 

73. Law . 

74. Stationery and printing. 

75. Taxes . 

77. Other expenditures—general. 

76. Interest during construction. 


9,635 

29,337 


7,326 

22,306 


Total, 71 to 77, inclusive.. 38,972 29,632 

Grand total, 1, and 3 to 77, 

inclusive . 681,281 518,003 
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Appendix 2. 


The conclusions concerning the various matters whicli have been 
reported upon in connection with the carrier, the Gray’s Point, the 
Paragould, and the Central, are given in the text of the report. In 
this appendix are given supplementary facts concerning the above 
carriers and their predecessors. 

The Carrier. 


Introductory. 

In addition to the properties owned or used by the carrier, it con¬ 
trols through ownership of the entire capital stock the five following 
named companies, eaeh of which is operated as a separate entity: 

St. Louis Southwestern Railway Company of Texas, 

The Pine Bluff Arkansas River Railway, 

Eastern Texas Railroad Company, 

Dallas Terminal Railway & Union Depot Company, 

The Shreveport Bridge & Terminal Company. 

The property of the Stephenville North & South Texas Railway 
Company, whieh corporation is controlled by the carrier through 
ownership of all the stock, is leased to and operated exclusively by 
the St. Louis Southwestern Railway Company of Texas. 

As hereinbefore stated, the carrier controls through ownership of 
entire capital stock, and exclusively operates, the properties of the 
Gray’s Point, the Paragould, and the Central. 

The railroad of the carrier, therefore, makes but a small part of 
the railroad system of which it forms the base and which is popularly 
known as the Cotton Belt. The ten railroads hereinbefore named, 
making up this system, are in economic interest, and in operation, 
one piece of property, operated economically (but not legally) as a 
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unit, and in the economic interest of one group of owners. The 
carrier as a corporation owns all the capital stock, and all except 
$4,458,000 of the funded debt of the nine other corporations which 
together with it make up this system. 

This enables the property while held in fee by different legal 
entities to be operated substantially as if it all belonged to a single 
corporation. 

Corporate History. 


As hereinbefore stated, the carrier was chartered January 16,1891, 
to take over the property of the Arkansas, which it acquired at fore¬ 
closure sale through Louis Fitzgerald, purchasing trustee, on Feb¬ 
ruary 9, 1891. The purchasing trustee also acquired, on February 
5,1891, the property, rights, and franchises of the St. Louis, Arkansas 
and Texas Kail way Company in Texas, hereinafter called the St. 
Louis & Texas, at foreclosure sale. Under the joint reorganization 
plan and agreement of the stock and bond holders of the two coni-" 
panics, dated December 16, 1889, three new companies were 
75 incorporated, namely, the carrier, the St. Louis Southwestern 
Railway Company of Texas, hereinafter called the South¬ 
western of Texas, and the Tyler Southeastern Railway Company, 
hereinafter called the Tyler Southeastern. 

The corporations whose properties, rights and franchises have gone 
to make up the carrier and the dates of the changes in those several 
corporations arc shown in the following table : 


Name of corporation. 


r 


Incorporated. 

_A_ 

Date. State. 


Date and character of 
change in coriwjratiou. 


St. Ixniis Southwestern 
Railway Company. 

The St. Louis, Arkansas 
and Texas Railway 
Company in Arkansas 
and Missouri (#2). 


The St. Louis, Arkansas 
and Texas Railway 
Company in Arkansas 
and Missouri (^1). 


The Texas and St. Louis 
Railway Company in 
Missouri and Arkan¬ 
sas. 


) 


January IG, 1801. Missouri .. Present company. 

August IS, 1887. M i s s o u ri Sold at foreclosure— 

and A r deeded to St. Louis 
kausas. S o u t hwestern Rail- 
w a y C o m p a n y by 
pure hasing trustee 
on February 0, 1891. 

April 15, 1880... Missouri .. Consolidated with The 

Arkansas & Southern 
Railway Company on 
August 18, 1887, to 
form The St. Louis, 
Arkansas and Texas 
Railway Company in 
Arkansas and Mis¬ 
souri (J2). 

November 20, Missouri Sold at foreclosure— 
1881. and A r - deeded to the St. 

kansas. Louis, Arkansas and 
Texas Railway Com- 
pa n y in Arkan.sas 
and Missouri (ifl) by 
b o n d h o Iders’ com¬ 
mittee on May 14, 
1886. 
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Name of corporation. 


Incorporated. 

^ __ 

Date. State. 


Date and character of 
change In corporation. 


Texas & St. Louis Rail- May 21, 1881.... Arkansas .. 
way (Company of Ar¬ 
kansas. 


Little River Valley and September 7,Missouri .. 
A r k a n s as Railroad 1878. 

Company. 
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New Madrid and West February 22,Missouri .. 
Prairie Road Com- 1855. 
pany. 

The Arkansas & South- February 17,Arkansas . 
ern Railway Company. 1887. 


The Shreveport and Ar- May 18, 1887.... Louisiana . 


Consolidated with Lit¬ 
tle River Valley and 
A r k a n sas Railroad 
Company on Novem¬ 
ber 29, 1881, to form 
The Texas and St. 
Louis Railway Com¬ 
pany in Missouri and 
Arkansas. 

Consolidated with 
Texas and St Louis 
Railway Company of 
Arkansas on Novem¬ 
ber 29, 1881, to form 
The Texas and St 
Louis Railway Com¬ 
pany in Missouri and 
Arkansas. 

Sold September 7, 1876, 
to Little River Val¬ 
ley and Arkansas 
Railroad -Comimny. 

Consolidated with The 
St. Louis, Arkansas 
and Texas Railway 
Company in Arkan¬ 
sas and Missouri 
(iJl) on August 18, 
1887, to form The St. 
Louis, Arkansas and 
Texas Railway Com- 
pa n y in Arkansas 
and Mis.souri (JJ'i). 

Sold August 18, 1887, 


kansas Railway Com¬ 
pany. 

The Little Rock & East- February 17, Arkansas 
e-rn Railway Com- 1887. 
pany. 

The St. Louis, Arkansas May 1,1888. Missouri 

and Texas Terminal 
Railway Company. 


Stuttgart and Arkansas November 21, Arkansas 
River Railroad Com- 1881. 
pany. 


to 'Pile Arkansas & 
South ern Railway 
Company. 

Sold Augiist 15, 1887, 
to The Arkansas & 
S o u t h e rn Railway 
Company. 

Sold August 15, 1888, 
to The St. Louis, Ar¬ 
kansas and Texas 
Railway Company In 
Arkansas and Mis¬ 
souri (JJ2). 

Sold January 3, 1901, 
to St. Ix>uis South¬ 
western Railway 
Company. 


Development of Fixed Physical Property. 

The purchasing trustee deeded the property of the Arkansas to 
the carrier; the property of the St. Louis and Texas (except the 
Lufkin branch) to the Southwestern of Texas; and the Lufkin branch 
to the Tyler Southeastern. 
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The owned mileage of the carrier was acquired as follows: 

Approxi¬ 
mate miles. 

In reorganization (1891): 

Property of the Arkansas: 

Bird*s Point, Mo., to Texarkana, Ark.-Tex. state line 417 
Branches. 165 

By purchase (1901): 

Property of the Stuttgart & Arkansas River Railroad 


Company: 

Stuttgart, Ark., to Gillett, Ark. 35 

77 By construction: 

Extension to Little Rock Branch. 3 

Extension to Shreveport Branch. 2 

Total. 622 


History of Capital Financing. 

Securities of predecessor companies. —The following securities of 
the Arkansas and the St. Louis & Texas were outstanding at the time 
of reorganization: 

The St. Louis 

The Arkansas. & Texas. Total. 

Capital stock. $14,773,000.00 $10,358,500.00 $31,131,500.00 

First mortgage 6 i)er cent 

bond certificates. 7,797,400.00 8,611,600.00 16,400,000.00 

Se<*ond mortgage 6 i>er cent 

bond certificates. 7.797,400.00 8,611,600.00 16,409,000.00 

Equipment notes. 1,766,574.28 . 1,766,574.28 

Receivers’ certificates. 287,668.41 545,000.00 832,668.41 

32,422,042.69 34,126,700.00 66,518,742.69 

Less stock of the Arkansas held by the St. Louis & 

Texas . 7,771,000.00 

Total held by the public. 58,777,742.69 

First mortgage 6 per cent bonds of the Arkansas and the St. Louis 
& Texas, in the amounts of $7,797,400 and $8,611,600, respectively, 
had been deposited with the Central Trust Company of New York 
as collateral security for an issue of $16,409,000 of joint first mort¬ 
gage 6 per cent bond certificates, which were outstanding. 

^cond mortgage 6 per cent bonds of the Arkansas and the St. 
Louis & Texas, in the amounts of $7,797,400 and $8,611,600, re¬ 
spectively, had been deposited with the Mercantile Trust Company 
of New York as collateral security for an issue of $16,409,000 joint 
second mortgage 6 per cent bond certificates, which were outstanding. 
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Change in amount of securities due to reorganization .—The car¬ 
rier issued securities to the reorganization committee of the par value, 
after deducting for securities returned, of $03,717,082.50, and as¬ 
sumed equipment obligations of $577,497.19, a total of $04,294,- 
579.69, as follows: 


Common stock. $16,356,100.00 

Preferred stock. 19,893,650.00 

Fiist mortgage bond certificates. 19,498,560.00 

Second mortgage bond certificates. 7,968,772.50 

Equipment obligations assumed. 577,497.19 


64,294,579.69 

78 In the reorganization there was, therefore, an increase of 
$5,516,837, in the amount of securities issued over those of 
the St. Louis & Texas and the Arkansas outstanding prior thereto. 
The increase or decrease in the various classes was as follows: 


lucrease. Decrease. 

Capital stock. $12,889,250.00 


Fii*st mortgage bond certificates .. 
Second mortgage bond certificates . 

Equipment obligations. 

Receivers’ certificates. 

Totals. 

Net increase . 


3,089,560.00 

. $8,440,227.50 

. 1,189,077.09 

. 832,668.41 


15,978,810.00 10,461,973.00 


5,516,837.00 


Syjidicating, Banking, and Other Financial Ari'angements .—The 
carrier owns the capital stock and the first and second mortgage in¬ 
come bonds of both the Southwestern of Texas and the TNder South- 

« 

eastern. 

The capital stock and first mortgage bonds of the Southwestern of 
Texas and the Tyler Southeastern, together with the first mortgage 
bonds of the carrier, were deposited with the Central Trust Company 
of New York, trustee, as collateral security for an issue of $20,000,000 
of first mortgage 4 per cent gold bond certificates of the carrier, dated 
February’ 12, 1891, all of which were turned over to the reorganiza¬ 
tion committee. 

The second mortgage income bonds of the Southwestern of Texas 
and the T\der Southeastern, together with the second mortgage in¬ 
come bonds of the carrier, were deposited with the Mercantile Trust 
Company of New’ York, trustee, as collateral security for an issue of 
$19,000,000 of second mortgage 4 per cent gold income bond cer¬ 
tificates of the carrier, dated February 12,1891. $8,000,000 of these 

certificates were turned over to the reorganization committee and 
$2,000,000 reserved for additions and betterments. 

The securities of the carrier received by the reorganization com¬ 
mittee were: 
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Common stock. $16,500,000 

Preferred stock . 20,000,000 

First Mortgage bond certificates. 20,000,000 

Second mortgage income bond certificates. 8,000,000 


64,500,000 

These securities were disposed of by the reorganization committee 
as follows: 

79 Common stock: 

Given to holders of the St. I.rOuis & Texas cap¬ 


ital stock, share for share. $16,214,600 

Returned to the carrier. 143,900 

Unaccounted for. 141,500 


16,500,000 

Preferred stock* 


Given to holders of joint second mortgage 6 per 

cent bond certificates. 16,312,250 

Given to holders of joint first mortgage G per 

cent bond certificates. 3,272,200 

Returned to the carrier. 106,350 

Unaccounted for. 309,200 

20,000,000 

First mortgage 4 per cent bond certificates: 

Given to holdei*s of joint first mortgage 6 per 

cent bond certificate- . 16,899,830 

Sold. 2,598,000 

Returned to carrier. 501,440 

Unaccounted for . 730 


20,000,000 

Second mortgage 4 per cent income bond certificates: 


Given to holders of joint first mortgage 6 per 

cent bond certificates. 4,090,250.00 

Given to payers of assessment on joint second 
mortgage 6 per cent bond certificates .... 815,612.50 

Given to payers of assessment on St. Louis & 

Texas common stock. 1,621,460.00 

Sold . 1,441,000.00 

Returned to carrier. 31,227.50 

Unaccounted for. 450.00 


8,000,000.00 

The capital stock of the Arkansas did not participate in the reor¬ 
ganization. 
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The cash receipts and disburscements of the reorganization com¬ 
mittee were as follows: 


Receipts: 

Sale of first mortgage 4 per cent bond cer- ^ 

tificates (par $2,598,000) . ^ 

Sale of second mortgage 4 per cent bond cer- f 

tificates (par $1,441,000) .. 

Assessment on St. Louis & Texas capital stock . 
Assessment on joint second mortgage 6 per cent 

bond certificates. 

Interest on deposits, etc. 


$2,423,112.50 

1,378,141.00 

570,828.75 

51,345.00 


Total . 4,423,427.25 

Disbursements : 

Paid to syndicate for guaranty. 100,975.00 

Car trust certificates retired. 11,026,323.94 

80 Deposited with court, account purchase of 

properties . 274,861.80 

Receiver’s certificates retired, including in¬ 
terest . 828,380.40 

Bond interest paid to May, 1891 . 1,470,766.80 

Sundry disbui’sements, account reorganization 497,119.31 

Cash turned over to the carrier. 225,000.00 


Total . 4,423,427.25 

Following the reorganization of the property, cash and securities 
were received from the reorganization committee, and certain liabili¬ 
ties were assumed, as follows: 


Assets: 

Cash . $225,000.00 

First mortgage certificates. 501,440.00 

Second mortgage certificates. 31,227.50 

Common stock. 143,900.00 

Preferred stock . 106,350.00 

United States court deposits. 36,366.07 


Total . 1,044,283.57 

Liabilities: 

Expenses of reorganization committee. 8,075.58 

Current liabilities of Arkansas assumed in 

excess of current assets. 97,459.51 

Settlement of receiver’s losses. 21,586.80 

Loss on sale of steel rail bv receiver. 7,567.44 

4 / / 


Total 


134,689.33 


909,594.24 


Net assets 
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This net amount was divided among the three companies and 
taken into account as follows: 

Accrued 
interest 
Profit prior to 

Income. and loss. June, 1891. Total. 


The carrier. $252,726.72 $110,833.34 $24,740.00 $388,300.06 

Southwestern of Texas.... 330,039.52 133,593.64 23,610.00 487,243.16 

Tyler Southeastern. 23,064.74 9,336.28 1,650.00 34,051.02 


605,830.98 253,763.26 50,000.00 909,594.24 


The reorganization committee retired all but $577,497.19 of the 
outstanding equipment notes of the Arkansas. The carrier assumed 
$288,748.60 of the unpaid notes and the Southwestern of Texas the 
remainder, $288,748.59. 

81 In addition to the funded debt issued to the reorganization 
committee, the carrier has issued the following: 


Second mortgage 4 per cent income bond certificates. $2,000,000.00 

First consolidated mortgage 4 per cent bonds. 22,261,750.00 

First terminal and unifying 5 per cent mortgage 

bonds . 11,446,000.00 

Equipment trust obligations. 13,011,723.76 


Total. 48,719,473.76 


$3,291,000 of the first terminal and unifying 5 per cent bonds 
were held by the carrier and the remainder of the $48,719,473.76, 
together with the $501,440 first mortgage and the $31,227.50 second 
mortgage bond certificates, returned by the reorganization commit¬ 
tee, a total of $45,961,141.26, disposed of for the following 
considerations: 


Second mortgage 4 per cent income bond certificates $6,739,500.00 
First mortgage bonds—The Pine Bluff Arkansas 


River Railway. 62,500.00 

Capital stock—Eastern Texas Railroad Company... 454,500.00 

Equipment . 7,406,295.93 

Charged to Southwestern of Texas. 27,937.89 

Interest on extended equipment obligations. 5,885.42 

Interest included in equipment obligations. 596,218.52 

Cash . 25,442,413.59 


Total . 40,735,251.35 

Net discount. 55,225,889.91 


45,961,141.26 
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Securities of the carrier sold for cash were disposed of as follows: 


Security. 

Par value. 

Cash. 

Discotmts. 

4 per cent First mortgage certifi¬ 
cates : 

Various . 

$501,440.00 

$354,761.65 

$146,678.35 

4 per cent Second mortgage cer¬ 
tificates : 

Various . 

2,031,227.50 

1,202,587.70 

768,639.80 

First consolidated mortgage 4 per 
cent bonds: 

Kuhn, Loeb & Company syn¬ 
dicate . 

6,000,000.00 

4,760,000.00 

14J40,000.00 

Kuhn, Loeb & Company. 

3.481,000.00 

2,680,480.00 

794,520.00 

Various . 

C,aiC,700.00 

4,099,770.00 

1,340,930.00 

First terminal and unifying mort¬ 
gage 5 per cent bonds: 

82 Guaranty Trust Company 

of New York. 

8,155,000.00 

6,809,425.00 

1,345,575.00 

Equipment trust gold notes: 

St. Louis Trust Company... 

63,832.20 

54,097.79 

9,734.41 

John H. Watkins. 

460,000.00 

451,260.00 

8,740.00 

Wm. Saloman & Company... 

1,700,000.00 

1,730,591.25 

29,408.75 

U. S. Tinist Company of New 
York . 

340,000.00 

326,737.85 

13,262.15 

Guaranty Trust Company of 
New York. 

1,700,000.00 

1,671,057.50 

28,942.50 

Wm. A. Read and Company. 

060.000.00 

035,644.85 

24,355.15 

Total. 

31,199,199.70 

25,442,413.59 

5,756,786.11 


During the period from 1891 to the date of valuation, the carrier 
borrowed $7,370,980 in cash on its promissory notes, as follows: 


The National Bank of Commerce in St. Louis. $2,300,000 

The Commercial Bank of St. Louis. 1,250,000 

The State National Bank of St. Louis. 950,000 

The Third National Bank of St. Louis. 355,000 

Commonwealth Trust Company of St. Louis. 100,000 

The St. Louis National Bank. 90,000 

Bowling Green Trust Company, New York. 450,000 

Equitable Trust Company of New York. 500,000 

National Bank of Commerce and Trust Company, 

Memphis, Tenn. 117,980 

Jay Gould. 310,000 

Estate of Jay Gould. 600,000 

Edwin Gould. 354,000 


Total . 7,376,980 


Interest varying from per cent to 7 per cent per annum was 
paid on these notes. 

Capital stock .—Common stock is authorized to the amount of 
$110,000,000, par value $100 per share. The total amount out¬ 
standing on date of valuation, $16,500,000, was issued to the re¬ 
organization committee, as hereinbefore explained. 
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Preferred stock is authorized to the amount of $20,000,000, par 
value $100 per share, and the entire amount was issued to the re¬ 
organization committee, as hereinbefore described, and is still out¬ 
standing. 

Funded debt .—The funded debt issued, assumed, and retired by 
the carrier is summarized as follows: 

83 Issued: 


First mortgage 4 per cent gold bonds. $9,895,000.00 

First mortgage 4 per cent gold bond certificates. 20,000,000.00 
Second mortgage 4 per cent gold income bonds. 4,947,500.00 
Second mortgage 4 per cent gold income bond 

certificates . 10,000,000.00 

First consolidated mortgage 4 per cent bonds.. 22,201,750.00 
First terminal and unifying mortgage 5 per cent 

bonds . 11,440,000.00 

Equipment trust obligations. 13,011,723.70 

Total . 91,501,973.70 

Assumed: 

Equipment notes of the Arkansas. 288,748.00 

Grand total (issued and assumed). 91,850,722.30 

Retired: 

Equipment trust obligations. 4,739,408.84 

Equipment notes of the Arkansas. 284,170.32 

Total . 5,023,039.10 

Total outstanding. 80,827,083.20 


The details of each of the above issue of funded debt are separately 
stated below: 

The $9,895,000 par value of first mortgage 4 per cent gold lx)nds, 
under mortgage dated February 12, 1891, due NovemlKU’ 1, 1989, 
were issued for the property of the Arkansas. The entire issue is 
outstanding and held by the carrier. 

Tlie $20,000,000 par value of first mortgage 4 per cent gold bond 
certificates, dated February 12, 1891, due November 1, 1989, were 
issued to the reorganization committee for first mortgage 4 per cent 
gold bonds, as follows: 
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The carrier. $9,895,000.00 

Southwestern of Texas. 9,445,000.00 

Tyler Southeastern. 660,000.00 


20,000,000.00 

The reorganization committee returned. 501,440.00 


19,498,560.00 

Cash realized on certificate sold amounted to. 354,761.65 


19,853,321.65 

Discount suffered amounted to. 146,678.35 


20,000,000.00 

This entire issue is outstanding in the hands of the public. 

The $4,947,500 par value of second mortgage 4 per cent gold 
income bonds, under mortgage dated February 12, 1891, due 
November 1, 1989, were issued for the property of the Arkansas. 
The entire issue is outstanding and held by the carrier. 

The $10,000,000 par value of second mortgage 4 per cent gold 
income bond certificates, dated February 12, 1891, due November 1, 
1989, were issued to the reorganization committee for second 
mortgage 4 per cent gold income bonds, as follows: 

84 The carrier . $4,947,500.00 

Southwestern of Texas. 4,722,500.00 

Tyler Southeastern . 330,000.00 


10,000,000.00 

Less amount reserved for additions 

and betterments. 2,000,000.00 

Returned bv reorganization commit¬ 
tee ....■; . 31,227.50 2,031,227.50 


7,068,772.50 

Cash realized on certificates sold amounted to. 1,262,587.70 


9,231,360.20 

Discount suffered amounted to. 768,639.80 


10,000,000.00 

This entire i.'^suo is outstanding, $3,042,500 being in the hands of 
the public, and the remainder, $6,057,500, is held hv the carrier. 

$25,000,000 first consolidated 4 per cent mortgage bonds, dated 
June 1, 1902, due June 1, 1032, were authorized, and $22,261,750 
par value issued. Of these, $15,527,700 par value were sold for $12,- 
146,250 cash; $6,065,550 par value, were issued for $6,739,500 par 
value second mortgage certificates of the carrier; $62,500 par value 
were exchanged for $50,000 par value of the capital stock of The Pine 
Bluff Arkansas River Railway; and $606,000, par value, were issued 
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for $454,500 par value of the capital stock of the Eastern Texas Rail¬ 
road Company. 

Counting the securities received for this issue at par, the net dis¬ 
count on the issue was $2,859,000. 

The entire issue is outstanding in the hands of the public. 
$100,000,000 first terminal and unifying mortgage 5 per cent 
bonds, under mortgage dated Januaiy 1, 1912, due January 1, 1952, 
w*ere authorized, and $11,446,000 par value issued, as follows: 
$8,155,000 par value were issued for: 

Cash . $6,809,425 

Discount ..... 1,345,575 

$3,291,000 par value w’ere issued for treasury bonds.... 3,291,000 


11,446,000 

This entire issue is outstanding, $8,155,000 being in the hands of 
the public, and the remainder, $3,291,000, is held by the carrier. 

In addition to the above described long-term securities, the car¬ 
rier has issued or assumed 48 separate issues of equipment notes or 
equipment trust obligations, usually running for five years and ma¬ 
turing serially. The four latest, beginning wdth the issue under 
agreement dated January 20, 1911, mature semi-annually. The 
total par value of those securities is $13,300,472.36 and of this total 
$5,023,639.16 have been retired, leaving outstanding $8,276,833.20. 

All these securities that were issued before April 1, 1909, are 
85 held by the carrier. Since 1909, six issues have been put out 
with a total par value of $5,260,000, and of this sum $2,530,- 
000 have been retired for cash, leaving $2,730,000 outstanding in 
the hands of the public. 

Of the total indebtedness there has been retired a tota lof $5,023,- 


639.16, namely: 

For cash . $4,732,454.68 

Unaccrued interest. 291,184.48 


Total retired . 5,023,639.16 

This leaves outstanding: 

In hands of public. 56,189,250.00 

In hands of carrier. 30,637,833.20 


Total outstanding. 86,827,083.20 

The total discount of $5,225,889.91 on all of the securities issued 
was charged as follows: 

Investment in road and equipment. $1,985,210.00 

Profit and loss. 2,958,806.18 

Income account . 6,828.76 

Book value of Eastern Texas Railroad Company cap¬ 
ital stock . 151,500.00 

Charged to Texas lines. 123,544.97 


6—3962a 


5,225,889.91 















82 UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 

. Of the total securities held by the carrier amounting to $30,637,- 
833.20, $3,291,000 were never actually issued, and the following 
were reacquired: 


Carrier’s first mortgage gold bonds . $9,895,000.00 

Carrier’s second mortgage gold income bonds. 44,947,500.00 

Carrier’s second mortgage certificates. 6,957,500.00 

Equipment trust notes. 5,546,833.20 


27,346,833.20 

The following summary shows consideration received for all the 
bonds and equipment obligations issued or assumed: 

Property of Arkansas .$15,131,248.60 

Issued to reorganization committee for: 

First mortgage gold bonds— 

The carrier. $9,895,000.00 

Southwestern of Texas. 9,445,000.00 

Tyler Southeastern . 660,000.00 

Second mortgage gold income bonds:— 

The carrier. 4,947,500.00 

Southwestern of Texas. 4,722,500.00 

Tyler Southeastern . 330,000.00 


86 30,000,000.00 

Less: 

Certificates held 
for betterments$2,000,000.00 
Certificates r e • 
turned by re¬ 
organization 

committee .. 532,667.50 2,532,667.50 

- 27,467,332.50 


Carrier’s second mortgage certificates. 6,739,500.00 

Bonds of the Pine Bluff Arkansas River Railwav... 62,500.00 

Capital stock of Eastern Texas Railroad Company... 454,500.00 

Equipment . 7,406,295.93 

Interest included in face of equipment notes. 596,218.52 

Charged to Southwestern of Texas. 27,937.89 

Interest on extended equipment notes. 5,885.42 

Cash . 25,442,413.59 


Net discount .. 
Treasury bonds 


83.333,832.45 

5;225,889.91 

3,291,000.00 


91,850,722.36 
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Short-term notes .—The considerations received for the short-term 
notes, excluding renewals, issued by the carrier, were as follows: 

Cash .$7,376,980.00 

Materials and supplies. 935,122.06 

Depot ground. Pine Bluff, Ark. 8,000.00 

One-half interest in steamer Merriam. 14,000.00 

Capital stock of Texas and Louisiana Railroad Com¬ 
pany . 262,500.00 


8,596,602.06 

Discount . 3,520.00 


Total . 8,600,122.06 

The notes outstanding on valuation date, aggregating $1,621,- 
919.96, were held as follows: 

Edwin Gould (3 notes). $185,000.00 

Equitable Trust Company of New York. 500,000.00 

National Bank of Commerce, St. Louis. 700,000.00 

State National Bank, St. Louis. 200,000.00 

National Lumber and Creosote Company. 36,919.96 


1,621,919.96 

Securities of other companies guaranteed .—The carrier has guar¬ 
anteed the payment of principal and interest of the following se¬ 
curities issued by other companies which are regarded as contingent 
liabilities: 


87 The Gray’s Point—mortgage bonds. $1,338,000 

The Central—first mortgage bonds. 1,085,000 

The Shreveport Bridge & Terminal Company—first 

mortgage bonds . 450,000 

Memphis Union Station C o m p a n y—first mortgage 

bonds . 2,500,000* 

Stephenville North & South Texas Railway Company— 

first mortgage bonds. 2,607,000 

The Paragoiild—first and refunding mortgage bonds. 511,000 
Arkansas and Memphis Railway Bridge and Terminal 

Company—first mortgage bonds.*. 6,000,000* 


Interest and sinking fund installments on general mortgage bonds 
of the Terminal Railroad Association of St. Louis are also guaran¬ 
teed by the carrier to the extent of one-fifteenth thereof. 


♦The carrier, together with four other companies In the case of the Memphis 
Union Station Company, and with two other companies in the case of the Ar¬ 
kansas and Memphis Railway Bridge and Terminal Company, jointly and 
severally guarantees bonds as shown above both as to principal and interest, 
par value. 
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Results of Corporate Operations. 

In the income account as stated by the carrier *Hotal railway 
operating expenses” includes items aggregating $685,429.32 said 
to represent expenditures for additions and betterments prior to 
1905, and “miscellaneous income charges” includes $869,399.69 of 
like items. “Miscellaneous income” includes a credit of $252,726.72 
representing the proportion of securities, cash and other assets 
turned over by the reorganization committee. 

Interest on equipment trust obligations aggregating $272,437.21 
was charged to investment in road and equipment instead of to in¬ 
come account. 

No interest was accrued or paid on the second mortgage 4 per 
cent income bond certificates until 1899, when 2 per cent was paid. 
The full 4 per cent per annum has been paid since that year. ‘The 
total interest accrued on this issue was $2,947,611.68, of which 
$1,396,280 was charged to income account and $1,551,331.68 to 
profit and loss. 

No dividends have been accrued or received on the capital stock 
of any of the affiliated companies owned by the carrier. With the 
exception of $97,465.72, no interest has been accrued on the second 
mortgage bonds of the Southwestern of Texas and the Tyler South¬ 
eastern (total par value $5,052,500.00), although the carrier has 
paid full interest since 1899 on the second mortgage bond certifi¬ 
cates issued against them. No interest has been accrued on the 
certificates of indebtedness of the Southwestern of Texas ($8,455,- 
840.47) held by the carrier, nor on advances to afliliated compa¬ 
nies for additions and betterments or for operation. 

88 Since 1901, the carrier has not credited “income from 
funded securities” with the interest accrued on the first 
mortgage bonds of the Southwestern of Texas and the Tyler South¬ 
eastern, but has credited the same against its own “interest on 
funded debt.” This practice has the effect of reducing both of 
these accounts bv the amount of this interest. 

Profit and loss account .—An analysis of the profit and loss ac¬ 
count of the carrier follows: 


Credits. 


Credit balance transferred from income. $21,159,602.33 

Profit on road and equipment sold. 115,135.14 

Delaved income credits. 178,984.38 

Proportion of assets returned by reorganization 

committee . 110,833.34 

Arbitrarj’^ credit charged to investment in road 

and equipment . 2,000,000.00 

Securities of Gray’s Point acquired in guarantee 
of bonds— 

Capital stock (par value $50,000). l.OC 

Bonds (par value $33,000). 33,000.00 
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Profit on sale of stock of The Texas & Louisiana 


liailroad Company to the Southwestern of Texas 145,492.11 

Profit on sale of stock of Brunswick Fanning Com¬ 
pany . 2,395.70 

Profit on state and county warrants. 43,843.92 

Adjustment in book value of— 

Bonds of the Pine Bluff Arkansas River Rail¬ 
way . 199,648.30 

Bonds of Dallas Terminal l^ilway & Union 

Depot Company . 11,351.56 

Bonds of the Paragould. 4,063.50 

Profit on second mortgage income bond certifi¬ 
cates, reacquired . 43,336.61 

Unclaimed wages. 36,653.51 

Miscellaneous credits . 149,112.13 


Total. 24,233,453.53 


Debits, 


Discount on funded debt. 

Discount assumed on bonds of subsidiaries. 

Dividends. 

Interest on funded debt. 

Other delayed income debits. 

Cost of property of the Stuttgart and Arkansas 

River Railroad Company. 

Expenditures said to be for additions and better¬ 
ments . 

Indebtedness of subsidiaries written off— 

The Southwestern of Texas to 


June 30, 1912. $5,694,918.41 

89 Stephenville North & South 
Texas Railway Company 

to June 30, 1913. 550,620.47 

The Paragould to December 31,1913 43,977.94 


Preliminary surveys abandoned . 

Loss on retired road and equipment. 

Miscellaneous debits . 

Appropriated for investment in physical property 


2,958,806.18 

109,634.92 

4,575,539.48 

1,570,198.33 

315,637.63 


45,050.00 

2,442,970.64 


6,289,516.82 

5,950.29 

629,129.25 

243,515.74 

163,110.61 


Total 


19,349,059.89 


Credit balance 


4,884,393.64 


Discount on funded debt to the amount of $1,985,210 was er¬ 
roneously charged to investment in road and equipment. 

The debit of $2,442,970.64 stated to cover proportion of expendi¬ 
tures for additions and betterments prior to 1905, is discussed more 
fully herein under the caption ‘‘investment in road and equipment/^ 
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Notwithstanding the fact that the Southwestern of Texas, The 
Pine Bluff Arkansas River Railway, the Paragould, and the Stephen- 
ville North & South Texas Railway Company have been operated at 
a loss, the greater portion of which has been assumed by the carrier, 
the carrier has paid dividends on its preferred stock as follows: 


Year. Rate per cent. 


Amount. 


1909 

1910 

1911 

1912 

1913 

1914 

1915 


2. $397,873.00 

5 . 994,682.50 

4 . 795,746.00 

4Vi . 895,214.25 

5 . 994,682.48 

2 Vo. 497,341.25 


None 


4,575,539.48 

The records of the carrier and its subsidiary companies show that 
the par value ($28,000,000) of the first and second mortgage bond 
certificates issued by the carrier to the reorganization committee was 
in excess of the maximum amount of money expended on the 
physical property and other assets and property acquired at the re¬ 
organization. From this it follows that the total of the capital stock 
of the carrier, $16,500,000 of common and $20,000,000 of preferred, 
represents no actual investment in the properties. 


Investment in Road and Equipment. 

As hereinbefore stated, the investment in road and equipment on 
valuation date, as shown on the books of the carrier, amounted to 
$67,430,327.70, and consisted of the following: 

90 Property of the Arkansas acquired in the 


reorganization . $46,881,248.60 

Extensions . 110,057.44 

Additions and betterments. 16,181,374.45 

Net discount on securities. 1,985,210.00 

Interest on equipment trust obligations. 272,437.21 

Arbitrary charge credited to profit and loss. 2,000,000.00 


67,430,327.70 

The above sums can not be stated by primary accounts. 

The property of the Arkansas acquired in the reorganization of 
1891 is entered in the investment in road and equipment account at 
$46,881,248.60, the details of which are as follows: 
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Securities issued to reorganization Committee: 

Common stock, par value. $16,500,000 

Preferred stock, par value. 20,000,000 

First mortgage certificates, par 

value . 20,000,000 

Second mortgage certificates, par 
value.. 8,000,000 


$64,500,000.00 


Less those issued in acquisition of the 
St. Louis & Texas and the Tyler 
Southeastern securities: 

Capital stock, par value. 2,750,000 

First mortgage certificates, par 

value . 10,105,000 

Second mortgage certificates, par 

value . 5,052,500 


17,907,500.00 


46,592,500.00 

Equipment trust notes of the Arkansas assumed... 288,748.60 


Net total. 46,881,248.60 


The Arkansas paid for the construction of its line with securities. 
The records show that the total maximum outlay in creating its 
property could not have exceeded $11,301,661.89, as hereinafter ex¬ 
plained in connection with the Arkansas, but this does not include 
any allowance for interest during construction for its branch lines. 

The item of $110,057.44 represents expenditures for extensions, 
as follows: 


1907—Extension to Shreveport branch. $53,341.16 

1911—Extension to Little Rock branch. 56,716.28 

Total . 110,057.44 


The figure of $16,181,374.45 represents expenditures for addi¬ 
tions and betterments, less retirements, charged to this account. In 
addition thereto the carrier has made charges to other accounts for 
expenditures claimed to have been made for additions and better¬ 
ments, aggregating $3,997,799.65, as hereinafter explained. 

The carrier owns a one-thirteenth interest in the East St. Louis 
(relay) passenger station, which is built on land owned by the 
Vandalia Railroad Company. The cost of the carrier’s portion' of 
this property is included in its investment in road and equipment 
account. 

91 As hereinbefore stated, the rolling stock of the carrier and 

of the Southwestern is jointly owned, each having an undi¬ 
vided interest therein, the carrier’s interest being 60 per cent and 
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that of the Southwestern 40 per cent. However, prior to 1907, 
somewhat more than 60 per cent of the cost was charged to the car¬ 
rier and somewhat less than 40 per cent to the Southwestern. Since 
1907 the charges have corresponded to the ownership; namely, 60 
per cent in the one case and 40 per cent in the other. 

The carrier’s stated investment is not in agreement with our pre¬ 
scribed form of account for investment in road and equipment in 
the following known respects: 

It does not include the following item, which should apparently 
be added: 

Purchase price of property of Stuttgart and Arkansas 
River Railroad Company, charged to profit and loss 
account . $45,050.00 


Total . 45,050.00 


It does not include the following credits, which should apparently 
be deducted: 


Securities and cash turned over by reorganization com¬ 
mittee, less certain liabilities assumed, credited to in¬ 
come account. 252,726.72 

Securities and cash turned over by reorganization com¬ 
mittee, less certain liabilities assumed, credited to 
profit and loss account. 110,833.31 


Total . 363,560.06 


It includes the following charges, which should apparently be 
deducted: 


Cost of noncarrier lands. 768.45 

Interest on equipment trust obligations, which should 

have been charged to income account. 272,437.21 

Net discount on securities. 1,985,210.00 

Arbitrary charge credited to profit and loss. 2,000,000.00 


Total . 4,258,415.66 


Grand total deductions. 4,621,975.72 


Net deductions. 4,576,925.72 


The details of each of the above items are stated below’: 

The purchase price of the property of the Stuttgart and Arkansas 
River Railroad Company, $45,050, was not included in this account, 
but charged to profit and loss. 

92 Income and profit and loss accounts were credited with 
$252,726.72 and $110,833.34, respectively, representing se- 
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curities cash turned over by the reorganization committee less 
certain liabilities assumed. These amounts should have been credited 
to investment in road and equipment. 

The carrier charged $768.45, representing costs of noncarrier 
lands, to its investment in road and equipment account. This 
amount should be deducted therefrom. 

Interest on equipment trust obligations aggregating $272,437.21 
was charged to this account instead of to income account. 

Discount on securities disposed of and reacquired, charged and 
credited to this account, is as follows: 

Discount on first consolidated mortgage bonds sold.... $2,659,160 
Discount on second mortgage certificates reacquired 

(credit) . 673,950 

Net total. 1,985,210 

This net total should be deducted from the investment account. 

When the $2,000,000 of second mortgage certificates were sold an 
arbitrary charge of that amount was made to this account, which 
was concurrently credited to profit and loss. This item has no place 
in this account. 

If the above changes were made, the investment account would 
be reduced to $62,853,401.98. 

This sum, however, may not be a correct statement of the carrier’s 
investment in road and equipment, for the reason that certain items 
aggregating $3,997,799.65, which the carrier claims represent ex¬ 
penditures for additions and betterments, were charged to other 
accounts. The amounts of these items, and the accounts to which 
they were charged, are as follows: 

Operating expenses. $685,429.32 

Income account. 869,399.69 

Profit and loss. 2,442,970.64 

Total . 3,997,799.65 


The records do not show how much, if any of these items may 
properly be transferred to investment in road and equipment. A 
number of the items included therein represent the cost of renewals, 
a portion of which was properly chargeable to operating expenses. 


Original Cost to Date. 

Cost of property as a whole .—The original cost to date of the 
property of the carrier can not be ascertained from the obtainable 
records. The records do, however, disclose certain costs which, in 
the aggregate, represent the maximum recorded outlay in creating 
or acquiring all the common-carrier property of the carrier. 
93 The following figures represent all such recorded outlay: 








90 UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 

Expended on the property of Arkansas (see report 


on that company). $11,301,661.89 

Extensions. 110,057.44 

Purchase price of the property of Stuttgart and Ar¬ 
kansas River Railroad Company. 45,050.00 

Additions and betterments (so recorded). 16,181,374.45 

(Charged to operating expenses). 685,429.32 

(Charged to income account). 869,399.69 

(Charged to profit and loss). 2,442,970.64 


Total. 31,635,943.43 


A comparison of the above figures with an analysis of the invest¬ 
ment accounts shows that items not properly belonging to the acqui¬ 
sition of property have been omitted from these figures. The total 
figure may be excessive, however, in that it includes the entire cost 
of relaying and standard gauging the Arkansas and a total of 
$3,997,799.65 charged to other than property accounts. Doubtless 
some portion of this last-named sum should be charged to operation, 
but the records do not permit us to determine what portion. 

As hereinbefore stated, no interest during construction for its 
branch lines is included in the item of $11,301,661.89 expended on 
the property of the Arkansas. 

Machinery and equipment .—The major portion of the machinery 
and equipment used by the carrier, as hereinbefore stated, is jointly 
owned with the Southwestern of Texas, the carrier owning 60 per 
cent of the same. 

Cost of roadway machines and machinery .—The carrier reports 
the cost of wholly owned roadway machines and shop and power 
plant machinery, on hand on valuation date, as follows: 


Roadway machines. 

Shop machinery. 

Power plant machinery... 
Power substation apparatus 


521 $17,348.20 
254 265,517.96 
19 60,832.59 

4 2,941.06 


Total 


798 346,639.81 


A summary of these returns, showing the result of a check of the 
costs reported, follows: 
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Number Supported Estimates 

Class. of units. by records. of carrier. 

Roadway machines: 

Initial cost at f. o. b. 

point. 521 . $17,348.20 


Shop machinery: 

Initial cost at f. o. b. 

point. 254 

Initial cost of miscel- 

94 laneous small tools. 

Miscellaneous incidental 

costs •... 

Additions and better¬ 
ments . 

Freight charges. 


168,264.17 

73,309.74 

11,171.92 

11,978.18 

793.95 


Total. 

Power plant machinery: 

Initial cost at f. o. b. 

point. 

Miscellaneous incidental 

costs. 

Additions and better¬ 
ments . 

Total . 


Power substation apparatus: 

Initial cost at f. o. b- 

point. 

Miscellaneous incidental 
costs. 

Total. 

Grand total. 


254 . 265,517.96 

19 48,894.55 

. 5,675.88 

. 6,262.16 

19 60,832.59 


4 2,894.88 

. 46.18 

4 2,941.06 

798 . • 346,639.81 


I 


The carrier reports 24 units of jointly owned roadway machines 
on hand, on valuation date, as having cost $22,214.98. Of these 
claimed costs $19,548.53 are supported by the accounting records 
The balance of $2,666.45 represents estimates of the carrier which 
can not be verified. The carrier’s portion of the verifiable costs is 
$11,729.12. 

The carrier also estimates the initial cost of patterns of shop 
machinery, jointly owned with the Southwestern of Texas, to be 
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$19,643.95, but no portion of this estimated cost is supported by the 
accounting records. 

Cost of equipment .—The carrier reports the cost of jointly owned 
equipment on hand on valuation date as follows: 

Steam locomotives . 250 $3,608,078.68 

Freight-train cars. 13,588 10,899,879.75 

Passenger-train cars. 233 1,921,610.13 

Work equipment. 1,103 880,216.16 


Total. 15,174 17,309,784.72 

The correction of certain errors in accounting and reporting on 
freight-train cars reduces this sum to $16,508,731.04. 

A summary of these returns, showing the result of a check thereof, 
and the number of units inventoried by us, follows: 


Number Supported Estimates 

95 Class. of units. by records. of carrier. 

Steam locomotives: 


Initial cost, including 
units built by carrier 
and units purchased 

second hand. 

Miscellaneous incidental 

costs. 

Additions and better¬ 
ments . 

Freight charges. 


250 $3,187,627.21 $199,683.01 

36,205.67 4,612.92 

. 159,254.23 

20,695.64 . 


Total 


250 3,244,528.52 363,550.16 


Freight-train cars: 

Initial cost, including 
units built and re¬ 


built by carrier, pur¬ 
chased second-hand, 

etc. 13,588 9,581,042.43 359,459.97 

Miscellaneous incidental 

costs. . 13,983.72 

Additions and better¬ 
ments . 8,287.54 111,388.75 

Freight charges. 13,825.88 10,837.78 


Total 


13,588 


9,603,155.85 


495,670.22 
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Number Supported 
Class. of units. by records. 

Passenger-train cars: 

Initial cost, including 
units built by the car¬ 
rier and cost of con¬ 
verting certain cars.. 233 1,770,757.96 

Miscellaneous incidental 

costs. 1,367.14 

Additions and better¬ 
ments . . 

Freight charges .. 1,891.34 

Total . 233 1,774,016.44 147,593.69 

Work equipment: 

Initial cost at f. o. b. 

point. 1,103 593,080.00 

Miscellaneous incidental 

costs. . 

Additions and better¬ 
ments . . 

Freight charges. 5,018.45 

Total . 1,103 598,098.45 282,117.71 

In rebuilding various units of machinery and equipment (except 
locomotives) the carrier used trucks and other parts of their old 
equipment, carrying the salvage value of such parts into the 
96 costs of the completed units. In converting passenger equip¬ 
ment, estimated depreciated value was applied in establishing 
the value of the unit converteil. In converting freight-train cars to 
work equipment, the carrier depreciated the original cost at the rate 
of 4 per cent per annum in establishing the value of the converted 
unit. For the purposes of this report, such depreciated and salvage 
values are treated as carrier’s estimated cost of equipment. 

None of the carrier’s estimates being verifiable from the records, 
they are excluded from the total costs of joint equipment, and the 
total verifiable costs of said joint equipment is found to be $15,219,- 
799.26. Of this total joint cost, the portion of the carrier is 60 per 
cent, or $0,131,879.56. 

The verified costs of the carrier’s portion of jointly owned tools, 
equipment and machinery, 60 per cent, is found to be $9,143,608.68. . 

Cost of lands .—The carrier reported the cost of lands owned, used 
and not used for common-carrier purposes, on date of valuation, ex¬ 
cluding proceeds from part parcels sold, as $1,938,363.71, of which 
$36,930.73 were miscellaneous costs. 

The claimed land costs should he reduced to $1,730,736.36 by the 
exclusion of a total of $207,627.35, consisting of the following items: 


249,584.30 

1,370.19 

31,163.22 


Estimates 
of carrier. 


86,498.15 

4,198.06 

55,722.98 

1,174.50 
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Interest on deferred payments for terminal land pur¬ 
chased at St. Louis .... $131,530.72 

Rents from buildings on St. Louis terminal land prior 

to removal. 8,004.42* 

Payments for land by citizens. 63,767.84 

Errors account duplications . 2,146.20 

Construction expenses not classifiable as land expenses 2,121.02 
Payments for use of land by telegraph and telephone 

companies . 2,953.35* 

Error in consideration. 1,150.00* 

Interest on deferred payments. 791.22 

Refund of unallocated taxes. 81.00* 

Rents collected prior to removal of buildings. 500.00* 

Estimated cost of gravel furnished, the actual cost of 

which is not of record. 19,359.94 

Miscellaneous . 599.18 


207,627.35 


The following summary shows the classification of the lands ac¬ 
cording to the results of a check of the costs reported: 

96Vi Classification. Parcels. . Coat. 

Lands devoted wholly to carrier purposes: 
poses: 

Owned and used: 

Costs supported by the accounting 
records: 


Lands acquired by purchase. 187 $166,224.89 

Lands acquired by condemnation.. 155 57,185.10 

Streets and alleys vacated. 2 31,000.00 

Miscollaneous costs . 5,641.94 


Total . 344 260,051.93 


Costs not supported by the accounting rec¬ 
ords: 

Substantial considerations recited in 

deeds ... 183 18,356.50 

Aids and nominal considerations. 1,163 . 

No deed or other conveyance. 831 . 

No consideration shown in deed or other 

conveyance. 22 . 


*Additioas. 
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Classification. Parcels. Cost. 

No consideration paid for land acquired 

by condemnation . 16 . 

Total . 2,215 18,356.50 

Less proceeds from part parcels sold. 11,311.05 

Owned but not used: 

Costs supported by the accounting rec¬ 
ords: 

Lands acquired by purchase. 1 100.00 

Miscellaneous costs. 1.50 

Totals . 1 101.50 

Costs hot supported by the accounting rec- • 
ords: 

Substantial considerations recited in 

deeds . 2 1,000.00 

Nominal considerations recited in deeds 22 . 

No deed or other conveyance. 9 . 

Total . 33 1,000.00 

Used but not owned: 

Lands of other than carriers used under 

leases or contracts . 1 . 

Lands of other carriers used under 
leases or contracts . 6 . 

97 Total . 7 . 


noncarrier purposes; owned: 

Costs supported by the accounting rec¬ 
ords: 

Lands acquired by purchase. 26 1,361,338.14 

Lands acquired by condemnation. 7 895.00 

Miscellaneous costs. 12,207.82 

Total . 33 1,374,440.96 
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Classification. Parcels. 

Costs not supported by the accounting 
records: 

Aids and nominal considerations 


recited in deeds. 3 

No deed or other conveyance. 3 

Total . 6 


Lands devoted wholly to noncarrier pur¬ 
poses; owned: 

Costs supported by the accounting records: 

Lands acquired by condemnation. 3 
Miscellaneous costs. 

Total . 3 


Costs not supported by the accounting 
records: 


Substantial considerations recited 

in deeds . 1 

Nominal considerations recited in 
deeds . 2 


Total . 3 


Rights in public domain; owned and used: 

Costs supported by the accounting rec¬ 
ords: 

Streets and alleys used jointly with 
public— 

For which abutting damages were 

paid . 2 

For right to constnict ditch along 

street . 1 

Waterway crossings used under acts 
of Congress. 5 


Total . 8 


ET AL. 

Cost 


355.00 

13.45 

368.45 


400.00 


400.00 


67,368.65 

450.00 


67,818.65 
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Number Supported 
Class. of units. by records. 

Rights in private domain; owned and used: 

Costs supported by the aeounting rec¬ 
ords: 

Right to construct ditch. 1 

Right to take or use land, stone or 


timber . 1 

Railroad crossings . 3 

Total . 5 


98 Una.ssignable costs: supported by the 
accounting records: 
Miscellaneous costs. 


Estimates 
of carrier. 


438.40 

5.00 


443.40 


19,066.02. 


The cost of lands owned by the Grays’ Point, the Paragould, and 
the Central are not shown in the above tabulation, but are included 
in the reports upon the properties of the respective owners. 

The above land costs do not include an estimated amount of $19,- 
359.94 claimed as the value of 12,000 cubic vards of sand furnished 
by the carrier to the city of Shreveport, La., for the right to make 
joint use of Commerce Street with the public. 

There are 831 parcels of land used by the carrier for which it 
shows no deed or other evidence of title. Of these 831 parcels there 
are 20 parcels which belonged to the United States Government and 
202 parcels which belonged to the state of Arkansas when the line 
was constructed. 

Nothing was reported by the carrier as having been paid for the 
right to cross live navigable streams. 

The details of the item of $36,930.73, representing miscellaneous 
land costs, are as follows: 

Total 


Classification. 

Missouri. 

Arkansas. 

Louisiana. 

all states. 

Recording costs: 





Carrier lands: 





Owned and used. 

$27.45 

$241.50 

$30.85 

$299.80 

Owned but not used. 


1.50 


1.50 

Partly carrier and partly 





noncarrier . 

2.50 

16.50 


19.00 

Unassignable. 

12.70 

161.52 

17.10 ' 

191.32 

Total . 

42.65 

421.02 

47.95 

511.62 

Salaries and expenses of way 





agents, etc.: 





Carrier lands: 





Owned and used. 


261.30 


261.30 

Unassi&mable . 


3,021.17 


3,021.17 




Total . 


3,282.47 


3,282.47 


7—3962a 
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Total 

Classiflcatioo. Missouri. Arkansas. Louisiana, all states. 


Other damages: 
Carrier lands: 


Owned and used. 

73.00 

170.00 

131.65 

.374.65 

TTnaRsicrnnhln . 


203.50 


203.50 






Total . 

73.00 

373.50 

131.65 

578.15 

99 





Cost of removing and relocating 





property: 





Carrier lands: 





Owned and used. 

33.50 

1,079.00 


1,112.50 

Partly carrier and partly 





nonoarrler . 

1,304.02 



1.364.02 

TTnassiennhle . 

225.00 


225.00 






Total . 

1,397.52 

1,304.00 


2,701.52 




Special counsel fees and court 





costs: 





Carrier lands: 





Owned and used. 

270.91 

2,706.26 

62.73 

3,135.90 

Noncarrier lands . 


13.45 


13.45 

Partly carrier and partly 





noncarrlor . 


307.02 


307.02 

TTnassIgnable . 


15,283.50 


154193.50 





Total . 

276.91 

18,400.23 

62.73 

18,739.87 

Miscellaneous: 





Carrier lands: 





Owned and used. 

145.38 

302.91 

9.50 

457.79 

Partly carrier and partly 




• 

noncarrier . 

10,495.90 

21.8S 


10,517.78 

Unassignable . 

3.05 

79.73 

58.75 

141.53 

Total . 

10,644.33 

404.52 

68.25 

11,117.10 

Grand total. 

12,434.41 

24,185.74 

310.58 

36,930.73 


Miscellaneous Physical Property. 

The carrier’s recorded investment in physical property not used 
for common carrier purposes consists of the following: 

Onc-sixth interest in Pintscli gas compressing plant at 


Texarkana, Ark. $7,845.47 

Track material leased. 480.98 


8,326.45 
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The ownership in the gas plant is based on a contract with the 
Pintsch Gas Compressing Company, of New Jersey, dated November 
19, 1900, providing for the acquisition of a one-sixth partnership 
interest in the plant as constructed and in improvements and profits 
in the same ratio, and also providing for the purchase of gas by the 
carrier for lighting its cars. This contract is in turn based on a 
contract dated October 11, 1900, between the Pintsch Compressing 
Company and the St. Louis, Iron Mountain and Southern Railway 
Company for the construction of the plant on land of the latter at 
Texarkana, and the sale of a one-sixth interest each to the carrier 
and to the Texas and Pacific Railway Company. 

The item of $480.98 represents the value of rails and fastenings 
leased to S. H. Bolinger and Company, Ltd., saw mill operators, of 
Bolinger, La., at an annual rental of 6 per cent on that value. 

100 Investments in Other Companies. 

The carrier owms investments in other companies of a par value 
of $83,810,757.36, which it carries at a book value of $33,026,355.81. 
The details of these investments are as follows: 


Stocks. 

Capital stock of the Southwestern of Texas, including Tyler, 
Southeastern: 

Par value.$2,750,000.00 

Book value. 2,750,000.00 

received from the reorganization committee in exchange for securi¬ 
ties of the carrier of like amount. 

Capital stock—the Paragould: 

Par value . 

Purchased for cash 

Capital stock—the Paragould; received as a 
bonus with bonds for the nominal sum of $1: 

Par value. 56,000.00 

The $100,000 par value of stock of the Paragould is carried at a 
book value of $13,201. 

Capital stock—The Pine Bluff Arkansas River Railway: 

Par value . $100,000.00 

Capital stock—The Pine Bluff Arkansas River Railway: 

Par value. 100,000.00 


44,000.00 
13,200.00 
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The first item above of capital stock of The Pine Bluff Arkansas 
River Railway was purchased for $10,000 cash in 1901 or 1902. 
The second item, together with $50,000 of bonds, was purchased 
in 1898 for $27,851.70 cash (see bonds of The Pine Bluff Arkansas 
River Railway, to which purchase price is applied, below). The 

book value of both items of capital stock was increased from $10,000 
to $195,000 by credit to profit and loss of $189,500. 

Capital stock—The Gray’s Point: 

Par value . $500,000.00 

Book value. 1.00 

This stock was received as part consideration for a guarantee of 
bonds. 

Capital stock—Southern Illinois and Missouri Bridge Com¬ 
pany : 

Par value. $10,000.00 

Book value. 10,000.00 

This stock was purchased for $10,000 cash. 

101 Capital stock—Dallas Terminal Railway & Union Depot 

Company: 

Par value . 10,000.00 

Book value. 9,300.00 

This stock was purchased for $10,000 cash in connection with the 
following transactions: 

In 1901 the carrier acquired the entire outstanding issue of capital 
stock of the Dallas Terminal Railway & Union Depot Company, par 
value $64,500, and advanced funds to pay certain notes of the com¬ 
pany and accrued interest thereon. The total amount expended by 
the carrier in this transaction was $269,646.74. In Januar}% 1905, 
the capital stock of the company was reduced to $10,000, $54,500 
par value being cancelled. From 1901 to January 18, 1905, the 
carrier advanced $411,166.22 for construction purposes, including 
interest at 6 per cent, amounting to $17,389.63. In Mareh, 1905, 
the carrier received $731,000 par Vidue of first mortgage 5 per cent 
bonds in liquidation of all indebtedness to January 18, 1905. The 
carrier placed the book value on the stock and bonds owned as 
follows: 

Amount paid for capital stock and in liquidation of 

certain notes and accrued interest thereon. $269,646.74 

Interest at 6 per cent on the above amount from 1901 

to January 18, 1905 . 48,135.48 

Construction advances, including intercv^t. 411,166.22 

Amount credited to profit and loss to bring 

securities to par.$12,051.56 

Less par value of 7 directors’ shares. 700.00 

- 11,351.56 


740,300.00 
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This $740,300 the carrier has divided as follows: 


Capital stock . $9,300.00 

First mortgage bonds. 731,000.00 


740,300.00 


Capital stock—The Shreveport Bridge & Terminal Com¬ 
pany : 

Par value . $50,000.00 

Book value. 2,375.00 

This stock was subscribed for and 5 per cent, $2,500, paid in 
cash. The subscription price ($125.00) of 25 directors’ shares was 
charged to operating expenses. 

Capital stock—Eastern Texas Railroad Company: 

Par value . $454,500.00 

Book value. 004,666.67 

102 This stock was purchased with $606,000 par value of first 
consolidated mortgage bonds of the carrier at 75. $1,333.33 
of this representing 10 directors’ shares, was charged to profit and 
loss. 


Capital stock—Memphis Railroad Terminal Company: 

Par value . $10,000.00 

Book value.^. 10,000.00 

This stock was purchased for $10,000 cash (1/lOth of the entire 
issue). 


Capital stock—First Infantry Armory Association: 

Par value . $500.00 

Book value. 500.00 

This stock was purchased for $500 cash. 

Capital stock—Memphis Union Station Company: 

Par value. $20,000.00 

Book value. 1.00 

This stock was issued without cost (l/5th of entire issue). 


Capital stock—Terminal Railroad Association of St. Louis: 

Par value . $205,800.00 

Book value. 1.00 

This stock was issued without cost (l/5th of entire issue). 
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Capital stock—the Central: 

Par value . $150,000.00 

Book value. 95,000.00 

This stock was purchased for $95,000 cash. 

Capital stock—Stephenville North & South Texas Railway 
Company: 

Par value. $138,300.00 

Book value.?. 120,152.78 

This stock was purchased for $120,152.78 cash. 

Capital stock—Valley Terminal Railway: 

Par value. $5,000.00 

Book value. 5,000.00 

This stock was purchased for $5,000 cash. 

The Valley Terminal Railway is a coq^oration organized in the 
interest of the carrier to construct terminals near East St. Louis, 111. 
The project is still in process of development. 

103 Capital stock—Main Street Warehouse Company: 

Par value . $10,000.00 

Book value. 10,000.00 

This stock was purchased for $10,000 cash. 

The Main Street Warehouse Company was incorporated in 1913, 
in the interest of the carrier, for the purpose of conducting a stor¬ 
age and warehouse business. It leases the four upper floors of the 
North St. Louis freight house building from the carrier. 

Capital stock—Arkansas and Memphis Railway, Bridge and 
Terminal Company: 

Par value. $3,400.00 

Book value..*. 3,400.00 

purchased for $3,400 cash (l/3d of entire issue). 

Bonds, 

First mortgage 4 per cent gold bonds—Southwestern of 
Texas: 

Par value . $9,445,000.00 

Book value . 9,445,000.00 

received from reorganization committee in exchange for securities 

of the carrier, dollar for dollar. 
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Second mortgage 4 per cent gold Bonds—Southwestern of 
Texas: 

Par value.;. $4,722,500.00 

Book value . 4,722,500.00 

received from reorganization committee in exchange for securities 

of the carrier, dollar for dollar. 

First mortgage 4 per cent gold bonds—Southwestern of 
Texas (The Tyler Southeastern) : 

Par value . $600,000.00 

Book value. 660,000.00 

received from reorganization committee in exchange for the carrier’s 
securities, dollar for dollar. 

Second mortgage 4 per cent gold bonds—The Southwestern 
of Texas (The Tyler Southeastern): 

Par value . $330,000.00 

Book value. 330,000.00 

received from reorganization committee in exchange for carrier’s se¬ 

curities, dollar for dollar. 

First mortgage 5 per cent gold bonds—Dallas Branch (South¬ 
western of Texas): 

Par value . $280,000.00 

Book value. 280,000.00 

received in payment of construction advances of $280,000. 

104 First mortgage 5 per cent gold bonds—Lufkin Branch 

(Southwestern of Texas). 

Par value . $292,000.00 

Book value. 292,000.00 

received in payment of construction advances of $292,000. 

First mortgage bonds—The Pine Bluff Arkansas River Rail¬ 
way: 

Par value. $50,000.00 

purchased for cash, $27,851.70. 

First mortgage bonds—The Pine Bluff Arkansas River Rail¬ 
way: 

Par value. $50,000.00 

purchased with $62,500 of first consolidated mortgage bonds at 80. 
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First mortgage bonds—The Pine Bluff Arkansas River Rail¬ 
way: 

Par value . $26,000.00 

received in payment of construction advances of $26,000. 

The total of $126,000 par value of these bonds of The Pine Bluff 
Arkansas River Railway is carried at a book value of $126,000.00. 

First mortgage bonds—Southern Illinois and Missouri 

Bridge Company: 

Par value . $600,000.00 

Book value. 600,000.00 

purchased for $660,000 cash, being l/5th of the entire issue. 

First mortgage bonds—Dallas Terminal Railway & Union 
Depot Company: 

Par value . $731,000.00 

Book value. 731,000.00 

purchased in connection with the purchase of the $10,000 par value 

capital stock of the same company as hereinabove explained. 

First refunding and extension bonds—The Gray^s Point; 

Par value . $838,000.00 

Book value. 838,000.00 

received in payment of construction advances of $838,000.00. 

First mortgage bonds—Stephenville North & South Texas 
Railway Company: 

Par value . $184,000.00 

Book value. 184,000.00 

105 received in payment of construction advances of $184,000, 

being 7.06 per cent of the entire issue. 

First and refunding bonds—The Paragould; 

Par value. $100,000.00 

Book value. 100,000.00 

These $100,000 Paragould first mortgage 6 per cent bonds were 

acquired as follows: 

1894—In exchange for $25,000 par value of Para- 
goiild & Buffalo Island Railway Company (prede¬ 
cessor of the Paragould) first mortgage 7 per cent 

bonds (retired) . $25,000.00 

1897—In liquidation of advances ($26,937.50)... 31,000.00 

1912--Cash . 44,000.00 


100,000.00 
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The difference ($4,063.50) between the cost and the par value of 
these bonds w’as credited to profit and loss in 1914, making the book 
value $100,000. The $25,000 of Paragould & Buffalo Island Rail¬ 
way Company bonds were acquired by the carrier as part of the as¬ 
sets of the Arkansas taken over in the reorganization, exchanged 
for $100,000 par value of first mortgage bonds. 

First and refunding bonds—The Paragould: • 

Par value. $411,000.00 

Book value. 411,000.00 

received in payment of construction advances of $411,000. 

Certificates of Indebtedness. 

The Southwestern of Texas: 

Par value. $8,455,840.47 

Book value. 8,455,840.47 

received in payment of advances for construction, equipment and 
betterments of like amount. 


Notes. 


Southwestern of Texas: 

Par value. $186,360.00 

Book value. 186,360.00 

received in payment of advances of $186,360. 

Dallas Terminal Railway & Union Depot Company: 

Par value. $203,288.80 

Book value . 203,288.80 

106 received in payment of advances of like amount. 

Advances for Additions and Betterments. 

The carrier has made advances for additions and betterments, all 


of which are carried at their par value, as follows: 

Southwestern of Texas. $460,235.66 

The Paragould . 1,757.54 

The Pine Bluff Arkansas River Railway. 29,174.49 

The Gray’s Point. 6,653.03 

Southern Illinois and Missouri Bridge Company. 40,099.29 

Dallas Terminal Railway & Union Depot Company... 2,455.75 

Memphis Railroad Terminal Company. 111,297.10 

S’tophenville North & South Texas Railway Company. 5,956.48 

Valley Terminal Railway. 12,000.00 

Arkansas and ^lemphis Railway Bridge and Terminal 
Company .. 20,000.00 


Total . 698,629.37 
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Operating Advances. 

The carrier has made the following operating advances, all of 
which are carried on the books at par: 


Southwestern of Texas. $800,722.73 

The Pine Bluff Arkansas River Railway. 128,174.72 

Dallas Terminal Railway & Union Depot Company... 741.27 


Total . 929,638.72 


These amounts represent advances made by the carrier to cover 
deficits from operation not liquidated or charged off. 


Grand Total of Investments in Other Companies. 
The total investments in other companies are as follows: 


Class. 


Par value. 


Book value. 


Capital Stock . $4,617,500.00 

Bonds . 18,719,500.00 

Certificates of indebtedness. 8,455,840.47 

Notes. 389,048.80 

Advances for additions and better¬ 
ments . 698,629.37 

Operating advances. 929,638.72 


$3,8.33,098.45 

18,719..500.00 

8,4.55,840.47 

389,648.80 

698,029.37 

929,638.72 


Grand total 


33,810,757.36 


33,020,355.81 


In addition to the operating advances to subsidiary companies 
unliquidated as of date of valuation (which the carrier shows as 
^‘miscellaneous Accounts Receivable’^ on its balance sheet) 
107 the carrier advanced for the same purpose and later charged 
off to profit and loss the following amounts: 


The SouthTvestern of Texas, to .lune 30, 1912.$5,694,918.41 

Stephenville North & South Texas Railway Com¬ 
pany, to .lune 30, 1913.. 550,620.47 

The Paragould, to December 31,1913. 43,977.94 


6,289,516.82 

As herein-before stated, the carrier owns all the securities issued 
by the Southwestern of Texas, The Paragould, The Pine Bluff Ar¬ 
kansas River Railway, The Gray’s Point, Dallas Terminal Railway 
<fe Union Depot Company, The Shreveport Bridge & Terminal Com¬ 
pany, Eastern Texas Railroad Company, The Central, and Stephen¬ 
ville North & South Texas Railway Company, except the following: 
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The Gray’s PointrFirst mortgage bonds. $500,000.00 

The Shreveport Bridge & Terminal Company—First 

mortgage bonds. 450,000.00 

The Central—First mortgage bonds. 1,085,000.00 

Stephenville North & South Texas Railway Com¬ 
pany—First mortgage bonds. 2,423,000.00 


4,458,000.00 

Securities of other companies owned are pledged as pcurt security 
for the carrier’s issues, as follows: 

First mortgage bond certificates: 

The Southwestern of Texas—capital stock_ $2,741,000.00 


The Southwestern of Texas—first mortgage 

bonds. 9,445,000.00 

The Tyler Southeastern-:.-first mortgage bonds. 660,000.00 

Second mortgage bond certificates: 

The Southwestern of Texas—second mortgage 

bonds. 4,722,500.00 

The Tyler Southeastern—second mortgage 
bonds. 330,000.00 

First consolidated mortgage bonds: 

The Pine Bluff Arkansas River Railway com¬ 
pany—first mortgage bonds. 126,00.00 

The Southwestern of Texas—first mortgage 

bonds—Dallas branch. 280,000.00 

The Southwestern of Texas—fii*st mortgage 

bonds—Lufkin branch . 292,000.00 

Dallas Terminal Railway & Union Depot Com¬ 
pany—first mortgage bonds. 731,000.00 

Eastern Texas Railroad Company—capital 

stock. 453,500.00 

The Pine Bluff Arkansas River Railway Com¬ 
pany—capital stock. 199,500.00 

Dallas Terminal Railway & Union Depot Com¬ 
pany—capital stock. 9,300.00 

First terminal and unifying mortgage bonds: 

The Gray’s Point—First refunding and exten¬ 
sion mortgage bonds. 838,000.00 

Stephenville North & South Texas Railway 

Company—first mortgage bonds. 184,000.00 

The Gray’s Point—capital stock. 499,500.00 

Stephenville North & South Texas Railway— 

capital stock. 137,400.00 

107 The Shreveport Bridge and Terminal Com¬ 
pany—capital stock. 47,500.00 

The Central—capital stock. 149,500.00 
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Short-term loans: 


The Paragould—first and refunding mortgage 

bonds. 250,000.00 

Southern Illinois and Missouri Bridge Com¬ 
pany—first mortgage bonds. *... 600,000.00 


Total. 22,695,700.00 


Director’s shares of capital stock are not pledged. 

Leased Railway Property. 

Owned by the Carrier—Used Exclusively by Another Carrier. 

The carrier owns a branch line from McNeil, Ark., to Magnolia, 
Ark., 6.74 miles, and leases it for exclusive use to the Louisiana 
North West Railroad Company, from April 27, 1897, to August L, 
1918, at a rental of 4 per cent per annum on a valuation of $99,000. 
The rental accrued for the year ending June 30, 1915, was $3,960. 

Owned by Other Carriers—Used Exclusively by the Carrier. 

Property of the Gray's Point. —The carrier leases from the Gray’s 
Point all of the property of that company extending from Illmo, 
Mo., to Delta, Mo., a distance of 13.25 miles, for fifty years from 
August 1, 1906, at an annual rental equal to the interest on the out¬ 
standing bonds, taxes and assessments, the lessee guaranteeing the 
payment of the principal and interest of all bonds of the lessor. 
The rental accrued for the vear ending on date of valuation was 
$66,112.50. 

Property of the Paragould. —The carrier leases for exclusive use 
all of the property of the Paragould, a line extending from Para¬ 
gould, Ark., to Blytheville, Ark. a distance of 37.34 miles, for thirty 
years from June 1, 1914, at an annual rental equal to the interest 
on the outstanding bonds, all taxes and assessments. The lessee 
guarantees the principal and interest of all the bonds of the lessor. 
The rental accrued for the year ending on date of valuation, was 
$25,550. 

Property of the Central. —The carrier leases from the Central 
all of the property of that company, a line extending from Stuttgart, 
Ark., to England, Ark., and from Rice Junction, Ark., to Ilazen, 
Ark., a distance of 43.41 miles, for thirty years from July 1, 1910, 
at an annual rental equal to the interest on the outstanding bonds, 
and all taxes and assessments. The lessee guarantees the principal 
and interest of all the bonds of the lessor. The rental accrued for 
the year ending on date of valuation, was $54,250. 

Property of St. Louis, Iron Mountain and Southern Railway 
Company. —The carrier leases for exclusive use from the St. Louis, 
Iron Mountain and Southern Railway Company (The Iron Moun¬ 
tain Railway Company of Memphis) a freight house and tracks at 
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Memphis, Tenn., for an indefinite period from April 26, 
108 1900. The use of the station is included in the rate of $60 

per ton paid to the St. Louis Iron Mountain and Southern 
Railway Company for handling the carrier’s freight traffic between 
Fair Oaks and Memphis, Tenn. 

Owned by the Carrier—Used Jointly with Other Carriers. 

The following property owned by the carrier is used jointly with 
other carriers: 

With the St. Louis Iron Mountain & Southern Railway Company, 
a line from Delta, Mo., to Paragould, Ark., a distance of 97.52 miles, 
under a fifty year lease from September 8, 1904, at an annual rental 
of $77,308 per annum and 2 per cent per annum on additions and 
betterments, and one-half of taxes and assessments. The main¬ 
tenance and operation are on a wheelage basis. 

This lease includes the line of the Gray.’s Point between Illmo, 
Mo., and Delta, Mo. The rental accrued for the year ending on date 
of valuation, was $127,372.97. 

With The Pine Bluff Arkansas River Railway, a line from Pine 
Bluff, Ark., to Rob Roy, Ark., a distance of 7.50 miles, for an in¬ 
definite period from August 12, 1898, on a basis of an arbitrary 
division of freight and passenger revenues. The rental accrued for 
the year ending on date of valuation, was $3,932.73. 

With the Louisiana Railway & Navigation Company, approaches 
to the Shreveport bridge, with a trackage of .55 of a mile, for ten 
years from December 1, 1907, at a rental of $750 per annum. The 
rental accrued for the year ending on date of valuation, was $375. 

With the Louisiana & Arkansas Railway Company, approaches to 
the Shreveport bridge, 1.64 miles, for twenty-live years from 
November 1, 1910, at an annual rental of $1,440. The rental 
accrued for the year ending on date of valuation, was $1,440. • 

With the Louisiana & Arkansas Railway Company, a yard and 
terminal at Shreveport, La., for an indefinite period from January 
1, 1910, at a rc.ital of $1 and $2 per car, plus $300 annual rental 
for the freight house. The rental accrued for the year ending on 
date of valuation, was $2,647.97. 

With the Vicksburg, Shreveport & Pacific Railway Company, ap¬ 
proaches to Shreveport bridge, 2.15 miles, for an indefinite period 
from April 29, 1915, at $1.08 per train (flat). The rental accrued 
for the year ending on date of valuation, was $374.76. 

With the Chicago, Rock Island and Pacific Railway Company, a 
line from Kent, Ark., to Camden, Ark., 2.04 miles for five years 
from October 12, 1913, at an annual rental of 2 V 2 per cent on an 
agreed valuation. Maintenance and operation are on a wheelage 
basis. The rental accrued for the year ending on date of valuation, 
was $5,193.67. 
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Property of Other Carriers—Used Jointly with the Carrier. 

The carrier used jointly property owned exclusively by other car¬ 
rier as follows: 

109 Owned by the Terminal Railway Association of St. Louis, 
the line from St. Louis, Mo., to East St. Louis, Ill., 3.18 miles, 
indefinitely from Octol:)er 18, 1903, at a rental of $3 per passenger 
car and $1.50 per baggage car. The rental accrued for the year 
ending on date of valuation, was $11,689.87. 

Owned by the Terminal Railway Association of St. Louis, Mo., 
a passenger station at St. Louis, Mo., compensation on the basis of 
use. The rental accrued for the year ending on date of valuation, 
was 2,249.82. 

Owned by Vandalia Railroad Company, the line from East St. 
Louis, Ill., "to Willows, Ill., 1.67 miles, indefinitely from May 10, 
1912, at a rental of $1.65 per passenger train and cost of any in¬ 
crease in employees. The rental accrued for the year ending on 
date of valuation, was $1,936.44. 

Owned by the Illinois Transfer Railroad Company, a line from 
Willows, Ill., to Valley Junction, Ill., 3.83 miles, for fifty years from 
September 8, 1904. This is used by the carrier as a tenant of the St. 
Louis, Iron Mountain & Southern Railway Company on a car basis. 
The rental accrued for the year ending on date of valuation, was 
$203.76. 

Owned by the St. Louis, Iron Mountain & Southern Railway Com¬ 
pany, the line from Valley Junction, Ill., to North Junction, Ill., 
119.26 miles, for fifty years from September 8, 1904, at an annual 
rental of 2 per cent on the investment and one-half of the taxes and 
assessments. The maintenance and operation are on a wheelage 
basis. The rental accrued for the year ending on date of valuation, 
w’as $153,889.86. The carrier also uses a yard and terminal at Du 
Po, Ill., belonging to the same company, under a lease not executed. 
The annual rental accrued for the vear ending on valuation date was 
$31,247.25. 

Owned by the Southern Illinois and ^Iis.souri Bridge Company, 
the line from Bridge Junction, Ill., to Illmo, Mo., 4.64 miles, for 
fiftv vears from November 1, 1901. The interest on bonds, taxes, 
maintenance and operation arc divided between tenants on the basis 
of traffic moved across the bridge. The rental accrued for the year 
ending on date of valuation, was $30,986.50. 

Owned by the Chicago k Eastern Illinois Railroad Company, the 
line from Bridge Junction, Ill., to Olive Branch, Ill., 9.35 "miles, 
indefinitely from September 2, 1908. The rental is $1 per train 
mile with the standard detour contract. The rental accrued for the 
year ending on date of valuation, was $3,946.53. 

Owned by the Illinois Central Railroad Company, the line from 
Olive Branch, Ill., to Cairo, Ill., 17.68 miles, indefinitely from 
January 1, 1911, at a rental of $1 per train mile with the standard 
detour contract. The rental accrued for the year ending on date of 
valuation, was $5,553. 
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Owned by the Chicago, Rock Island and Pacific Railway Company 
(Choctaw, Oklahoma and Gulf Railroad Company) the line from 
Brinkley, Ark., to Bridge Junction, Ark., 64.67 miles, indefinitely 
from April 1, 1912, at a rental of $.55 per train mile and 2^^ per 
cent per annum on additions and betterments. The rental accrued 
for the year ending on date of valuation was $25,915.09. 

110 Owned by the Kansas City & Memphis Railway & Bridge 
Company, the line from Bridge Junction, Ark., to Memphis, 
Tenn., 2.54 miles, indefinitely from May 14, 1912, at a rental of $1 
per passenger car and $.25 per passenger. The rental accrued for 
the year ending on date of valuation, was $5,779.90. 

Owned by the St. Louis-San Francisco Railway Company, tracks 
at Memphis, Tenn., .36 of a mile, for five years from April 1, 1912, 
at a total consideration of $1,800 per annum. The rental accrued 
for the year ending on date of valuation, was $1,350. 

Owned by the Memphis Union Station Company, pa.ssenger station 
and tracks at Memphis, Tenn., .46 of a mile, for fifty years from 
November 1, 1909. The rental is a proportion of the interest on 
bonds, taxes and operating expenses on the basis of cars handled. 
The rental accrued for the year ending on date of valuation, was 
$11,141.49. 

Owned by the St. Louis, Iron Mountain & Southern Railway, 
station and tracks at Pine Bluff, Ark., 1.24 miles, for twenty-five 
years from July 22, 1906. The rental is $1 per train with an 
annual rental of 2 per cent on the value of the station. The expenses 
of the station are divided on the basis of ticket sales. The rental 
accrued for the year ending on date of valuation, was $3,742.31. 

Owned by Shreveport Bridge & Terminal Company, bridge at 
Shreveport, La., .36 of a mile, for fifty years from April 1, 1905, at 
a rental of $.10 per ton on freight and $.10 per passenger. The 
rental accrued for the year ending on date of valuation, was 
$21,302.10. 

Owned by the Louisiana & Arkansas Railway Company, tracks 
at Shreveport, La., .85 of a mile, for twenty-five years from January 
1, 1910, at an annual rental of 2V2 por cent on the investment. 
The operating expenses are divided on a wheelage basis. The rental 
accrued for the year ending on date of valuation, was $7,223.84. 

Owned by Southwestern of Texas, tracks and freight station at 
Texarkana, Arkansas-Texas state line, .48 of a mite, for twenty years 
from September 30, 1898, at an annual rental of 2 per cent on the 
valuation. The operating expen.ses are divided on the basis of use. 
The rental accrued for the year ending on date of valuation, was 
$1,398.48. 

Owned bv the St. Louis, Iron Mountain and Southern Railway 
Company (The Texas and Pacific Railway Company), a pas.senger 
station at Texarkana, Arkansas-Toxas state line, under an under¬ 
standing not witnessed by any signed contract and not formally 
agi’eed upon. Rental accrued for the year ending on date of 
valuation, was $420.48. 

Owned by St. Louis, Iron Mountain & Southern Railway Com¬ 
pany, boat "transfer between Cairo, Ill., and Bird’s Point, Mo., in- 
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definitely from November 1, 1913, at an annual rental of 6 per cent 
interest on the valuation of the steamer. The operating expenses 
are divided on the basis of service. The rental accrued for the year 
ending on date of valuation, was $2,600.04. 

111 Trackage Rights on Leased Lines Granted by the Carrier to 

Other Carriers. 

The following property leased by the carrier is used jointly by 
it with other carriers: 

Property of the Gray's Point. —With the Chicago and Eastern 
Illinois Railroad Company, the line from Illmo, Mo., to Rockview, 
Mo., a distance of 7.54 miles, for an indefinite period from May 
25, 1905, at a monthly rental of $565.50 and one-half of taxes. 
Operating expenses are on a wheelage basis and 70 per cent of cash 
fares collected. The rental accrued for the year ending on date 
of valuation, was $6,786.00. 

With the St. Louis Iron Mountain & Southern Railway Com¬ 
pany, the line from Illmo, Mo., to Delta, Mo., 13.25 miles, under 
the terms of lease hereinbefore described under the heading of 
property “Owned by the carrier—used jointly with other carriers.” 

With the St. Louis Iron Mountain & Southern Railway Com¬ 
pany, a terminal at Illmo, Mo., under an agreement not reduced 
to a written contract. The rental accrued for the year ending on 
date of valuation, was $14,383.37. 

Property of the Paragould .—With the Blytheville, Leachville & 
Arkansas Southern Railroad Company, the line from Arbyrd, Ark., 
to Chickasawha, Ark., a distance of 22.60 miles, for an indefinite 
period from December 15, 1914, at a rental of 50 cents per freight- 
train mile. The rental accrued for the year ending on date of 
valuation, was $2,936.10. 

With the Decring Southwestern Railway Company, 1.81 miles 
of track at Ilorncrsvillc, Mo., for an indefinite period from Septem¬ 
ber 1, 1911, at a total consideration of $1,800 per annum. The 
rental accrued for the year ending on date of valuation, was $900. 

112 Summary. 

Leased Railway Property. 

Accrued Rental for Year Ended on Date of Valuation. 


Property owned, used solely by other carriers. $3,960.00 

Property owned, used jointly by other carriers. 141,367.10 


Property of other carriers, used solely by the carrier 145,912.50 
Property of other carriers, used jointly by the carrier 322,576.76 
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Trackage rights on leased lines granted to other car¬ 
riers by the carrier: 


Property of the Gray’s Point. 21,169.37* 

Property of the Paragould. 3,836.10 


113 Statement of Income. 

For Year Ended June 30, 1915, and for Period June 1, 1891, to 

June 30, 1915. 


Operating income: 

Railway operating revenues: 

Freight revenue . 

Passenger revenue . 

Mail revenue . 

Express revenue . 

Other revenue . 

Total. 

Railway operating expenses: 

Maintenance of wav and 

structures . 

Maintenance of equipment. . 

Tratlic . 

Transportation . 

General. 

Miscellaneous operations. . . . 
Transportation for investment 

Total . 

Net revenue from railwav 

V 

operations . 

Railway tax accruals. 

Uncollectible railway revenues.. . 


$5,350,283.01 

1,170,187.77 

129,080.92 

125,925.21 

132,096.05 

$97,319,093.77 

21,106,895.41 

2,173,402.34 

2,012,249.77 

1,816,424.77 

6,907,572.90 

124,428,066.06 

741,835.15 
1,172,679.10 
300,440.25 
1.001,569.02 
310,000.24 
38,512.60 
Cr. 4,178.06 

16,204,572.71 
18,918,014.05 
2,454,671.34 
35,360,487.88 
5,358,212.74 
337,374.77 
Cr. 4,178.06 

4,557,848.30 

78,629,155.43 

2,340,724.66 

45,798,910.63 

40.3.875.78 
1,141.20 

3,845,205.59 

1,141.26 

405,017.04 

3,846,346.85 


Railway operating income 1,944,707.62 41,952,563.78 


♦This amount rloos not inolnrlo rental roroivod from St. Louis. Iron Moun¬ 
tain & Southorn Railway Company for use of the line from Illmo. Mo., to 
Delta, Mo., as this rental embraces property owned by the carrier as well as 
property owned bj* the (Cray’s Point, and is included above in the sum of |141,- 
367.10 covering property owned, used jointly by other carriers. 

8—39G2a 
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Nonoperating income: 

Hire of equipment. 

Joint facility rent income... 
Income from lease of road.. 
Miscellaneous rent income.. 
Miscellaneous nonoperating 

physical property . 

Dividend income . 

Income from funded securities 
Income from unfunded se¬ 
curities and accounts. 

Miscellaneous income. 

Total . 

Gross income . 

Deductions from gross income: 

Hire of equipment. 

Joint facility rents. 

Rent for leased roads. 

Miscellaneous rents . 

Interest on funded debt.... 
Interest on unfunded debt.. 
Maintenance o f investment 

organization . 

Miscellaneous income charges 

Total . 

114 Net income . 

Balance transferred to credit 
of profit and loss. 

The Gray 


734,370.95 
168,217.66 
3,960.00 
2,089.04 

5,012,358.20 

1,004,053.27 

66,990.00 

4,453.54 

3,142.79 

171,312.50 

44,578.18 

18.75 

5,427,248.02 

38,569.63 
250.62 

889,624.30 

955,061.33 

1,121,913.19 

13,404,385.50 

3,066,620.81 

55,356,949.37 

290,607.09 

391,282.64 

145,912.50 

856.75 

1,962,206.66 

26,750.49 

3,055,862.86 
2,410,457.12 
716,878.41 
15,892.04 
26,408,639.84 
302,743.20 

273.75 

8,832.70 

273.75 

1,286,599.82 

2,826,731.58 

34,197,347.04 

239,889.23 

21,159,602.33 

239,889.23 

21,159,602.33 


s Point. 


Development of Fixed Physical Property. 

The property of the Gray’s Point was all acquired by construc¬ 
tion. The original line from Delta to Gray’s Point, about 16.4 
miles, together with 6.2 miles of .sidings, was constructed by John¬ 
ston Brothers and Fauglit, under a contract dated August 23, 1807, 
and was completed and opened for operation in December, 1898. 
The contractors agreed to furnish the necessary right-of-way, one 
hundred feet wide, for the railroad, together with thirty acres of land 
at Gray’s Point for terminal purposes, and all the land necessary 
for side tracks and station houses. A transfer incline was constructed 
at Gray’s Point, and traffic exchanged by means of ferry across the 
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Mississippi River between the lessee, the carrier, and the Illinois 
Central Railroad Company, at Thebes, Ill. In 1905, upon the com¬ 
pletion of the Southern Illinois and Missoiui Bridge Company's 
bridge (Thebes Bridge), the terminal was established at Illmo, Mo., 
near the bridge, and about three miles of track between Illmo and 
Gray^s Point was abandoned as main line and is now used as a spur. 
The Illmo yards were constructed in 190G and 1907. 

History of Capital Financing. 

Syndicating, hanking, and other financial arrangements .—^The 
Gray’s Point was promoted and financed by the carrier with the pri¬ 
mary object in view of extending its lines to the Mississippi River. 
In the original construction, tlic contractors, Johnston Brothers and' 
Faught, agreed to build 16.4 miles of main and 6.2 miles of side 
track, a total of 22.6 miles, for $13,500 per mile, in payment of 
which they accepted bonds of the par value of $339,000 at 90 per 
cent of par, equaling $15,000 per mile. The contractors also re¬ 
ceived $500,000 par value capital stock in addition to the bonds. All ’ 
of the stock and $33,000 of tlie bonds ($1,444.45 per mile) were 
turned over to the carrier in consideration of its guarantee of the 
bonds, thus leaving to the contractors bonds of a total par value of 
$306,000, or $13,555.55 per mile of road constructed. All subse¬ 
quent additions and betterments to the property have been made by 
the lessee, the carrier, in payment for which it has received $161,000 
par value of first mortgage 5 per cent bonds and $838,000 par value 
of first refunding and extension 5 per cent mortgage bonds of the 
Gray’s Point. 

Capital stock. —The total authorized capital stock is $5,000,000, 
of which $500,000 was issued to the contractors, Johnston Brothers 
and Faught, under the contract dated August 23, 1897, hereinbefore 
mentioned, as part consideration for construction of the original 
road. 

Funded debt. —Fix’s! mortgage 5 per cent bonds amounting to 
$500,000 were issued under a mortgage dated December 1, 1897, 
maturing December 1, 1047. Of tliis issue, $339,000 par value were 
delivered to the contractors, Jolmston Brothers and Faught, 
115 under the contract of August 23, 1807, on a basis of $15,000 
per mile for 22.6 miles of main and side tracks constructed 
by them. The remaining $161,000 par value of bonds were turned 
over to the carrier in payment of advances. 

First refunding and extension mortgage bonds amounting to 
$838,000 were issued under a mortgage dated August 1,T906, matur¬ 
ing August 1, 1056. The can’ier received the entire issue of bonds 
in payment of advances from May, 1012, to April, 1915. The prin¬ 
cipal and interest of these bonds are guaranteed by the carrier. 

Original Cost to Date. 

The amount of $1,254,457.62, which, according to the accounting 
records of the Gray’s Point, has been expended in the construction 
and improvement of its property, is made up of the following items: 
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90 per cent of par value of bonds issued to the con- 

tractoi-s . $275,400.00 

Cost of lllmo terminals. 454,359.90 

Other additions and betterments. 551,293.16 


Total . 1,281,053.06 

Less payments for land not used for common-carrier 
purposes . 26,595.44 


Net total. 1,254,457.62 


This total consists in its entirety of the par value of securities is¬ 
sued. 

Cost of lands .—The Gray^s Point reported cost of land, carrier 
and noncarrier, less $143.50 for parts of parcels sold, as $04,932.82, 
of which $3,824.69 were miscellaneous costs. The claimed land 
costs should be reduced to $82,002.39 by the exclusion of a total of 
$12,930.43, consisting of the following items: 

Difference between amounts reported and amounts 


paid . $2,059.39 

Land costs not allocated. 630.00 

Arbitrary pro-rate of overhead charges. 10,221.04 

Expenses of ejectment suit after operation of road 

began . 20.00 


Total . 12,930.43 

The following summary’ shows the classification of the lands ac¬ 
cording to the results of a check of the costs reported: 

116 Number 

of 

Description. parcels. Costs. 

Lands devoted wholly to carrier purposes; owned: 

Costs supported by the accounting records. 37 $45,100.20 

Costs not supported by the accounting 

records . 40 10,450.25 

Less—proceeds from part parcels sold. .. 143.50 

Lands devoted wholly to noncarrier purposes; 
owned: 

Cost supported by the accounting records. 41 26,595.44 

Donated lands. 1 


Total . 42 26,595.44 
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The details of the item of $3,824.69, representing miscellaneous 
land costs, as verified by us, are summarized below: 


Description. 

Recording costs. 

Salaries and expenses of way agents, 

etc. 

Other damages. 

Special counsel fees and court costs. 
Miscellaneous . 


Applicable to— 


Carrier Non-carrier Grand 
lands. lands. total. 

$71.98 $36.37 $108.35 

1,053.38 1,274.52 2,327:90 

258.90 . 258.90 

926.95 . 926.95 

197.85 4.74* 202.59 


Total . 2,509.06 1,315.63 3,824.69 

Leased Railway Property. 

The entire property of the Gray’s Point is leased to the carrier 
for sole operation under a contract dated November 5, 1897, for a 
period of fifty years. The contract was amended August 1, 1906, 
and the date of expiration extended to 1956. The carrier is granted 
the right under the terms of the contract to sublet to other carriers 
any or all of the property leased. The consideration named in the 
original lease is tlie carrier’s guarantee of principal and interest of 
$500,000 first mortgage 5 per cent bonds of the Gray’s Point, and the 
payment of interest thereon. The amended contract provides for 
the continuation of this guarantee as well as the further guarantee of 
principal and interest of not to exceed $4,000,000 of first refunding 
and extension fifty-year 5 per cent bonds dated August 1, 1906, and 
the payment of interest thereon. There are $1,338,000 of bonds out¬ 
standing, and the interest accrued for the year ending June 30, 1915, 
amounted to $66,112.50. The lessee pays all operating expenses and 
taxes. 

The Chicago and Eastern Illinois Railroad Company, and St. 
T.ouis Iron Mountain and Southern Railway Company, as tenants of 
the carrier, have trackage rights over the line of the Gray’s Point as 
follows: 

117 Chicago and Eastern Illinois Railroad Company—between 
Illmo and Rock View. 

St. Louis Iron Mountain and Southern Railway Company—be¬ 
tween Illmo and Delta. 

Statement of Income. 

For Year Ended June 30, 1915, and for Period from December, 

1898, to June 30, 1915. 

Year. Period. 

Income from lease of road. $66,112.50 $483,191.66 

Interest on funded debt. 66,112.50 483,191.66 


Balance to profit and loss 


0 


0 
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The Paragould. 

Development of Fixed Phj^sical Property. 

All of the property of the Paragould, with the exception of the 
original line, was acquired by construction. The original line, ex¬ 
tending eastward from Paragould, a distance of approximately four 
miles, was built by the Paragould Stave Manufacturing Company, 
largely for the purpose of getting out timber, and was acquired by 
the Paragould from the incorporators. The line was extended about 
four miles to Bertig, Ark., in 1S88, and the entire eight miles was 
changed to standard gauge in 1803. Various extensions were sub¬ 
sequently completed and placed in operation, as follows: 


January 1, 1803, Bertig, Ark., to Cardwell, Mo. 2 miles 

October 25, 1807, Cardwell, Mo., to Ilornersville, Mo.11 miles 

April 5, 1003, Ilornersville, Mo., to Chickasawba, Ark. ... 15 miles 
January 27, 1007, Chickasawba, Ark., to Blytheville, Ark.. 1 mile 

Total . 20 miles 


History of Capital Financing. 

Syndicating, hanking, and other financial arrangements .—The 
original line, extending from Paragould eastward approximately four 
miles, was conveyed to the Paragould in October, 1887, $10,000 of 
capital stock being issued therefor. In 1888 the Paragould issued 
$25,000 par value first mortgage 7 per cent bonds, and turned them 
over to the Arkansas (predecessor of the carrier) in payment of ad¬ 
vances totaling $0,500 cash, and $18,782.74 for materials and labor, 
for reconstruction of the original four miles of narrow gauge tram 
road, and extending the line to Bertig, Ark. 

On May 27, 1803, the $10,000 of capital stock was turned over to 
the carrier “for value received,” although tlie records indicate the 
transaction was a settlement of accrued interest on the $25,000 of 
bonds owned by the carrier. 

118 No accounting records of the Paragould were fouml cover¬ 
ing the period prior to July 1, 1895, on which date opening 
entries were made, recording the issuance of $40,000 additional 
capital stock and $50,000 of first mortgage 6 per cent bonds, dated 
July 1, 1893. The disposition of these stocks and bonds had previ¬ 
ously been provided for hy contracts between the carrier and J. F. 
Hasty it Sons, hereinafter referred to as the contractors, dated June 
14, 1893, and between the Paragould and the contractors, dated 
August 19, 1893. Under these agreements the contractors standard 
gauged the original eight miles of road and built an extension of two 
miles to Cardwell, Mo. In payment for this work the contractors 
received the $40,000 additional issue of capital stock and all of the 
bonds. $15,000 of stock was turned over to the carrier, and the 
contractors retained the remaining $25,000. Of the $50,000 of bonds 
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issued, $25,000 were used to retire an equal amount of the old bonds 
owned by the carrier, and the remaining $25,000 were retained by 
the contractors. 

In November, 1897, the Paragould issued an additional $50,000 
of capital stock and $50,000 of bonds under the mortgage of July 1, 
1895, in connection with the extension from Cardwell to Hornei's- 
ville. This extension was financed and constructed by the carrier 
and the contractors (under the name of “Brown-Howard & Com¬ 
pany”). The necessary contracts were executed August 25, 1897, 
by the terms of which the contractoi’s were to receive the $50,000 
of stock and $50,000 of bonds. 

Tlie records show that the carrier advanced $26,937.50 in cash and 
materials on account of this construction, and the contractors ad¬ 
vanced $16,562.50, making a total of $43,500, which, according to 
the records, constituted the cost of the extension. In settlement, 
the carrier received $31,000 of stock and a like amount of bonds, 
and the contractors $19,000 of stock and a like amount of bonds. In 
October, 1912, the carrier acquired all the outstanding stock and 
bonds not previously owned by it. The carrier has made advances to 
the Paragould from September, 1901, to June 30, 1915, aggregating 
$156,735.48, for operating deficits and for construction and addi¬ 
tions and betterments, including the extensions from Hornersville, 
Mo., to Blytheville, Ark. $411,000 of the advances were liquidated 
by an equal amount of first and refunding mortgage 5 per cent bonds 
in January, 1914; $43,977.94 were cancelled by the carrier in March, 
1914, and the balance of $1,757.54 is carried in an open account. 

The Paragould also issued $100,000 of the first and refunding 
mortgage bonds to the ciuTier in January, 1914, in exchange for the 
first mortgage 6 per cent bonds of July 1,1893, which were cancelled. 

Capital stock .—The total authorized capital stock is $5,000,000, 
of which $100,000 was issued in the acquisition of the original four 
miles of line, and the extension thereof. All of this stock is owned 
by the carrier. 

Funded debt .—First mortgage 7 per cent bonds amounting to 
$25,000 were issued in 1888 and turned over to the Arkansas for 
construction advances. The entire issue was retired in 1895 by an 
equal amount of first mortgage 6 per cent bonds. 

First mortgage 6 per cnet bonds amounting to $100,000 were is¬ 
sued under a mortgage dated July 1, 1895. Of these bonds $25,000 
were exchanged for an equal amount of the old issue, and 
119 $75,000 were issued in connection with the construction of 

extensions. The entire issue was retired in January, 1914, 
by a like amount of first and refunding mortgage 5 per cent bonds. 

First and refunding mortgage 5 per cent bonds amounting to 
$511,000 were issued under a mortgage dated January 1, 1914, 
maturing January 1, 1944, Guaranty Trust Company of New York, 
trustee. The mortgage provides for an authorized i.«sue of $5,000,000 
of these bonds. Of the bonds issued, $411,000 were turned over to 
the carrier in part payment of construction advances, and $100,000 
were also given the carrier in exchange for a like amount of first 
mortgage 6 per cent bonds, which were cancelled. 
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Non-negotiable debt .—The Paragould has incurred non-negotiable 
debt to affiliated companies in the aggregate amount of $483,672.98, 
as follows: 

In connection with the construction of the extension from Card- 
well, Mo., to Hornersville, Mo., the cairier advanced to the Para¬ 
gould $26,937.50 in cash and materials. In settlement, the carrier 
received $31,000 par value of capital stock and a like amount of 
first mortgage 6 per cent bonds. 

Since 1901 the cai’rier has advanced the Paragould $450,735.48, 
of which $411,000 were paid in January, 1914, in first and refund¬ 
ing mortgage 5 per cent bonds; $43,977.94 were cancelled, and the 
balance of $1,757.54 is carried in an open account. 

Short-term notes.—During the period from 1805 to July, 1901, the 
Paragould issued shoii-tcrm notes totaling $36,254.31. Tlie records 
do not show the considerations received. All of the notes were paid 
prior to June 30, 1915. 

The carrier secured control of the Paragould on May 27, 1893, 
and since that date has controlled the financing of the road. 

Results of Corporate Operations. 

Income account .—The Paragould included in miscellaneous in¬ 
come charges a total of $16,039.37, which the records indicate cov¬ 
ered expenditures for additions and betterments to its property. 

Profit and loss account .—An analysis of the profit and loss ac¬ 
count of the Paragould follows: 

Credits, 


Cancellation of indebtedness bv the carrier. $13,077.94 

Profit on county warrants . 220.44 

Unclaimed wages. 376.85 

Miscellaneous . 60.71 


Total . 44,635.94 

Debits. 

Debit balance transferred from income. $131,570.29 

Expenses—first and refunding mortgage bonds 1,580.25 

120 Loss on retired road and equipment. 5,073.79 

Miscellaneous . 1,020.79 


Total ..* 139,245.12 


Balance to debit of profit and loss account on 
valuation date. 94,609.18 


The credit item of $43,977.94 represents advances made by the 
carrier to the Paragould, and used by the latter to settle liabilities 
occasioned by net losses in operation up to January 1, 1914, on 
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which date the property was leased to the carrier. In March, 1914, 
the carrier cancelled the indebtedness. 

Investment in Road and Equipment. 

The Paragould’s stated investment in road and equipment is 
$518,148.36. Included in this total, however, is $38,324.60 repre¬ 
senting the cost of non-carrier lands. After deducting this amount, 
the investment account would stand at $479,823.76. 

The carrier has made advances to the Paragould aggregating 
$456,735.48, for operating deficits and for construction and addi¬ 
tions and betterments, which it is known, include the extension from 
Hornereville to Blytheville, Mo., hereinbefore recorded as “other 
expenditures $200,460.90,” and which, in all probability, includes 
the item hereinbefore recorded as “Expenditures for additions and 
betterments (net) —$117,687.46.” In liquidation of the advances 
made by the cai’rier, it has accepted $411,000 par value of first and 
refunding mortgage 5 per cent bonds; $43,977.94 were cancelled by 
the carrier, and the balance of $1,757.54 is carried in an open ac¬ 
count. 

It would, therefore, appear that much more than 40 per cent, as 
hereinbefore affirmatively shown, if not in fact all, of the investment 
account is made up of the par value of securities issued. 

Original Cost to Date. 

The amount of $462,687.73, which, according to the accounting 
records of the Paragould, has been expended in the construction and 
improvement of its property, is made up of the following items: 


Capital stock issued for original line. $50,000.00 

Bonds issued for reconstruction and extension to Bcrtig, 

Ark. 25,000.00 

Capital stock retained by contractors in connection with 

standard gauging and the extension to Cardwell, Mo. 25,000.00 
Bonds issued for standard gauging, and the extension 

to Cardwell, Mo. 25,000.00 

Cost of extension to Hornersville, Mo. 43,500.00 

Construction of extension to Blytheville, Ark. 200,460.90 

Expenditures for additions and betterments charged to 

investment account. 117,687.46 

Expenditures for additions and betterments charged 

to income account .. 16,039.37 


Total . 462,687.73 


121 The above total may be excessive in that it includes $25,- 
000 par value of capital stock and $25,000 par value of bonds 
issued in connection with the standard gauging and extension of 
the line to Cardwell, Mo. The actual cost of this work can not be 
ascertained. 
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It also includes the cost of 61.76 acres of land used for noncarrier 
purposes, which, as supported by the accounting records, was $38,- 
324.60. 

Cost of lands .—The Paragould reported cost of land owned, used 
and not used for carrier purposes, less $421.42 for parts of parcels 
sold, as $47,467.95, of which $1,343.38 were miscellaneous costs. 
The claimed land costs should be reduced to $46,666.66 by the ex¬ 
clusion of a total of $801.29, consisting of the following items: 

Costs of abandoned or otherwise disposed of land, not re¬ 
ported on inventory . $278.05 

Payment made by citizens of Blytheville. 405.00 


Miscellaneous. 118.24 

Total. 801.29 


The following summary shows the classification of the lands ac¬ 
cording to the results of a check of the costs reported: 

Classification. I’arcels. Cost. 

Lands devoted wholly to carrier purposes; owned: 

Costs supported by the accounting records: 


Lands acquired by purchase. 27 $5,551.50 

Lands acquired by condemnation. 6 487.50 

Miscellaneous costs . 425.23 


Total . 33 6,464.23 


Costs not supported by the accounting records: 

Substantial considerations recited in deeds 18 733.75 

Aids and nominal considerations recited 


in deeds. 57 . 

No deeds or other conveyance... 22 . 

Total . 97 733.75 


Less proceeds from part parcels sold verified.. .. 421.42 

Land devoted partly to carrier and partly to non-cai‘- 


rier purposes, owned: 

Costs supported by the accounting records: 

Lands acquired by purchase. 3 1,550.00 

Miscellaneous costs. 15.50 

122 Total. 3 1,565.50 

Costs not supported by the accounting records: 

Nominal considerations recited in deeds.. 1 . 
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Lands devoted wholly to non-carrier purposes; owned: 
Costs supported by the accounting records: 


Lands acquired by purchase. 5 37,421.95 

Miscellaneous costs . 902.65 


Total . 5 38,324.60 

The lands owned and devoted partly to carrier and partly to non¬ 
carrier purposes, and the lands owned and devoted wholly to non¬ 
carrier purposes, are located in Arkansas only. The following sum¬ 
mary shows the division by states of the foregoing result of a check 
of the costs reported in connection with the lands owned and devoted 
wholly to caiTier purposes: 


In Arkansas: 

Costs supported by the acccounting records: 

Lands acquired by purchase. 

Lands acquired by condemnation .... 
Miscellaneous costs. 


Parcels. Cost. 


21 $4,746.50 
6 487.50 

423.08 


Total. 27 5,657.08 

Costs not supported by the accounting records: 

Substantial considerations recited in deeds.... 7 310.00 

Aids and nominal considerations recited in 

deeds. 25 . 

No deeds or other conveyance. 10 . 

Total . 42 310.00 

Less proceeds from part parcels sold—verified.. .. 421.42 

In Missouri: 

Costs supported by the accounting records: 


Lands acquired by purchase. 6 805.00 

Miscellaneous costs . 2.15 


Total . 6 807.15 

123 

Costs not supported by the accounting records: 

Substantial considerations recited in deeds 11 423.75 

Nominal considerations recited in deeds. 32 '. 

No deeds or other conveyance. 12 . 

Total. 55 423.75 
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The details of the item of $1,343.38, representing miscellaneous 
land costs, are summarized below: 

Partly 

carrier 

and 

Non- partly 

Carrier carrier non- Total Total Grand 

Item. lands, lands. carrier. Arkansas. Missouri, total. 

Recording costs: 

Arkansas .... $oG.35 $28.50 $. $84.So $- $. 

Missouri . 

Salary and ex¬ 
penses of way 
agents, etc. 

Arkansas .... 

Other damages: 

Arkansas .... 

Cost of removing 
or relocating 
property: 

Arkansas .... 

Special counsel 
fees and court 
costs: 

Arkansas _ Iki.oC . 110.50 .... 110.50 

Miscellaneous: 

Arkansas .... 21.20 118.95 15.50 155.05 .... 155.05 


Total . 425.23 902.05 15.50 1,341.23 2.15 1,343.38 

Leased Railway Property. 

The entire property of the Paragould is leased to the carrier for 
sole operation under a contract dated Januar\" 1, 1914, for a period 
of thirty years. The lessee is granted the right under the contract 
to sublet to other carriei's any or all of the property leased. The 
lessor is required to make all betterments or extensions as required, 
but the lessee will guarantee the obligations incurred therefor, and 
assume any loss suffered, and advance the funds for the same, if 
necessary. The lessee has the option of acquiring all the property, 
rights, and franchises of the lessor upon payment of all bonds and 
other obligations outstanding at the time of purchase. 

124 The rental consideration is the guarantee of principal and 
interest of not to exceed $5,000,000 of first and refunding 
mortgage 5 per cent bonds, dated January 1, 1914, and the payment 
of the interest thereon. There were $511,000 of bonds outstanding 
as of June 30, 1915, all owned by the carrier, and the annual inter¬ 
est totals $25,550. The mortgage of the Paragould dated January 


2.15 . 2.15 87.00 

55.10 4S5.50 . 540.00 , _ 540.00 

93.87 19.70 . 113.57 .... 113.57 

80.00 250.00 . 330.00 ‘ _ .330.00 
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1, 1914, provides for the redemption of any or all of the bonds on 
any interest date at a premium of 5 per cent, and the lease provides 
for such redemption only upon consent of the lessee. The cai’rier also 
agrees to assume in its income account any discount suffered in the 
sale of the bonds. 


Statement of Income. 


For Year Ended June 30, 1915, and for Period July 1, 1895, to June 

30, 1915. 

Year. Period. 


Operating income: 


Railway operating revenues. . $1,076,677.40 

Railway operating expenses. . 891,667.04 


Net revenue from railway 

operations . . 

Railway tax accruals. . 

Total ... 

Nonoperating income: 

Hire of equipment . . 

Joint facility rent income. . 

Income from lease of road.$25,550.00 

Miscellaneous income . . 


185,010.36 

38,255.94 


146,754.42 


3,766.50 

15,885.27 

38,325.00 

5,262.01 


Total . 25,550.00 


Gross income. 25,550.00 

Deductions from gross income: 

Hire of equipment. . 

Joint facility rents. . 

Interest on funded debt.$25,550.00 

Interest on unfunded debt. . 

Miscellaneous income charges.... . 


63,238.78 

209,993.20 


59,400.92 

3,315.00 

142,325.00 

119,703.27 

16,819.30 


Total . 25,550.00 

Balance transferred to debit of 

profit and loss . . 


341,563.49 


131,570.29 


The Central. 

Development of Fixed Physical Property. 

The property of the Central was all acquired by construction. 
The original line from England to Ryan was completed and opened 
for operation in 1901. The construction of the extension from Ryan 
to Stuttgart and the branch from Rice Junction to Hazen, as well 
as improvement of the original line, was commenced in 1910, com- 
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pleted October 22, 1911, under a contract with Thompson and Scott, 
of St. Louis, Mo., dated May 12, 1910. This contract was known 
as “force account contract,’^ and was based on a charge by the 
125 contractors of 15 per cent upon labor and materials; the con¬ 
tractors to furnish all of the labor and such materials as the 
Central did not elect to furnish. All payments were guaranteed by 
the carrier. 


History of Capital Financing. 

Capital stock .—From the obtainable records, it appears that capi¬ 
tal stock to the par value of $100,000 had been authorized before 
June 30, 1910, of which but $25,000 had been issued. In May, 

1909, Judge R. M. Foster, of St. Louis, Mo., acquired the outstanding 
capital stock of $25,000, and on November 10, 1909, sold it to F. H. 
Britton, representing the carrier, for $45,000. In addition, Foster 
agreed to provide certain rcights-of-way and render certain services. 
On June 30,1910, the property was leased to the carrier. The books 
of account were opened June 30, 1910, with a liability for the entire 
$100,000 of authorized capital stock and a corresponding asset repre¬ 
senting investment in road and equipment. Of this $100,000 capi¬ 
tal stock, $75,000 was issued on tlic same day to F. IL Britton for 
the carrier as a stock dividend. Prior to the opening of the books, 
by amendments to the articles of incorporation fded February 16, 

1910, and June 8, 1910, the authorized capital stock was increased to 
$1,100,000. On June 26, 1911, the carrier, through F. H. Britton, 
paid $50,000 as a 5 per cent subscription on the increased issue of 
$1,000,000, and received 500 shares of the capital stock. The car¬ 
rier recorded the acquisition of the entire $150,000 in July, 1911, 
by the cancellation of notes given by F. II. Britton for $95,000 ad¬ 
vanced to him as agent to purchase the stock. 

Funded debt .—First mortgage 5 per cent gold bonds amounting to 
$1,085,000 were issued under a mortgage dated July 1, 1910, matur¬ 
ing July 1, 1940, the St. Louis Trust Company, trustee, authorizing 
a total issue of $3,000,000. The bonds were issued to provide funds 
for building the extension from Ryan to Stuttgart, and the branch 
from Rice Junction to Ilazen. 

The entire issue was sold to the Guaranty Trust Company of New 
York in June, 1911, and February, 1912, at 90 per cent of par, and 
the discount of $108,500 was assumed by the carrier under tne terms 
of the lease of July 1, 1910. 

Short-term notes .—In 1910 and 1911 the Central borrowed $195,- 
000 in ca.sh, and issued its short-term notes therefor, $160,000 at 5 
per cent to the Mechanics American National Bank of 8t. Louis, and 
$35,000 at 6 per cent to the carrier. These notes were paid at 
maturity. 

Of the total cash secured from sale of stock, bonds, and on notes, 
aggregating $1,221,500, $970,139.96 were expended for construction 
and additions and betterments, $195,000 in retirement of notes, and 
the balance. $56,360.04, turned over to the carrier. This sum, plus 
$108,500 discount on bonds, which was assumed by the carrier, or 
$164,860.04, is still due the Central by the carrier. 
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Original Cost to Date. 

The amount of $995,139.96, which, according to the accounting 
records of the Central, has been expended in the construction 
12G and improvement of its property, is made up of the following 
items: 


Construction of extension and branch. $947,682.04 

Additions and betterments. 22,457.92 

Original stock issue. 25,000.00 


Total 


995,139.96 


This figure may be less than the actual cost, in that the cost of 9 
miles of line (less rails which were reserved to the seller), at the time 
the carrier secured control, might have been in excess of the outstand¬ 
ing $25,000 of capital stock. 

The item of $947,682.04 includes $33,172.80 of interest during 
construction, of which $11,185.47 represented accrued interest on 
bonds. 

The item of $22,457.92 for additions and betterments is made up 
chiefly of charges for additional ballast, side tracks, and the like. 

Cost of lands .—The Central reported cost of lands owned and de¬ 
voted to carrier pui’poses, less proceeds from part parcels sold, as 
$44,984.87. 

The claimed land costs should be reduced to $39,978.68 by the 
exclusion of a total of $5,006.19, consisting of the following items: 


Payments for land made by citizens. 

Forfeited options . 

Cost of entire parcels of land sold prior to dedication to 

public use. 

Amount realized from sale of entire parcels prior to dedi¬ 
cation to public use. 

Cost of land omitted by carrier. 

Miscellaneous. 


$5,726.00 

110.00 

1,400.00 

2,027.00* 

250.00* 

47.19 


Total 


5,006.19 


The following summary shows the classification of the lands ac¬ 
cording to the results of a check of the costs reported: 

Classification Parcels. Cost. 

Lands devoted wholly to carrier purposes; owned: 

Costs supported by the accounting records: 


Lands acquired by purchase. 66 $30,784.49 

Lands acquired by condemnation. 4 4,275.70 

Miscellaneous costs. 5,458.49 


Total ..... 70 40,518.68 


* Indicates addition. 
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Costs not supported by the accounting records: 

Substantial considerations recited in deeds.. 12 1,160.00 


127 Aids or nominal deed considerations.35 

No consideration stated in deed. 2 

No deed or other conveyance. 8 


Total. 57 1,160.00 

Less proceeds from part parcels sold. 1,700.00 

The details of the item of $5,458.49, representing miscellaneous 
land costs, are summarized below: 

Recording costs. $171.70 

Salary and expenses of way agents, etc. 3,325.99 

Other damages. 42.50 

Cost of removing or relocating property.. 639.91 

Special counsel fees and court costs. 1,100.25 

Miscellaneous. 178.14 


Total. 5,458.49 


Investment in Road and Equipment. 

As hereinbefore stated, no accounting records of the Central for the 
period prior to June 30, 1910, are obtainable. On that date the 
original issue of $25,000 of capital stock, and the $75,000 issued in 
June, 1910, as a stock dividend, were taken up as liabilities, and the 
total, $100,000, concurrently charged to investment in road and 
equipment. 

The Central’s classification of the total investment in road, by 
primary accounts, including an arbitrary division of the item of 
$100,000, and actual charges for the remainder, follows: 

Road: 


Engineering. $14,620.43 

I^nd for transportation purposes. 51,935.66 

Grading. 178,325.00 

Bridges, trestles and culverts. 50,663.22 

Ties. 105,811.25 

Rails.;. 133,183.46 

Other track material. 77,720.72 

Ballast. 122,802.28 

Track laying and surfacing. 142,249.13 

Right-of-way fences. 16,464.89 

Crossings and signs. 2,650.62 

Station and office buildings. 30,612.21 

Water stations . 14,978.94 

Fuel stations. 69.17 

Shops and engine houses. 149.01 

Telegraph and telephone lines. 2,868.50 

































UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 


129 


Signals and interlockers. 22.89 

Miscellaneous structures. 12,524.99 

Roadway small tools. 1,661.46 

Assessment for public improvements. 281.00 

Revenue and operating expenses during construc¬ 
tion . 16,020.00 

128 Other expenditures—Road. 32,884.28 


Total. 1,008,499.11 

General Expenditures: 

Law. 3,145.50 

Stationery and printing. 652.79 

Taxes. 4,472.03 

Interest during construction. 33,172.80 

Other general expenses. 20,197.73 


Total. 61,640.85 


Grand total. 1,070,139.96 


The item of $75,000, Ijeing the par value of capital stock issued 
in June, 1910, as a stock dividend, should apparently be eliminated, 
as it is not properly chargeable to investment in road and equip¬ 
ment. If this deduction were made, the investment account would 
be reduced to $995,139.96. 

Leased Railway Property. 

The entire property of the Central is leased to the carrier for sole 
operation under a contract dated July 1, 1910, for a period of thirty 
years. The lessee is granted the right under the terms of the con¬ 
tract to sublet to other carriers any or all of the property leased. 
The lessor is required to make all betterments and extensions, but 
the lessee will guarantee the obligations incurred thereby, or advance 
the necessaiy hinds at 6 per cent interest per annum. 

The carrier has the option of acquiring all of the property, rights, 
and franchises of the Central upon assuming payment of all out¬ 
standing bonds and other obligations. 

The rental consideration is the guarantee of principal and inter¬ 
est of not to exceed $3,000,000 of first mortgage 5 per cent bonds 
dated July 1, 1910, and the payment of interest thereon. There 
were $1,085,000 of bonds outstanding on date of valuation, and the 
annual interest totaled $54,250. 

The lease was amended May 18, 1911, to provide for the sale or 
disposition of the bonds at a price satisfactory to the carrier, and as a 
further consideration the lessee assumes any discounts suffered 
thereon. 


9“-~3962(i 
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Statement of Income, 


For Year Ended June 30, 1915, and for Period from October, 1911, 

to June 30, 1915. 

Year. Period. 


Income from lease of road. $54,250.00 $195,361.75 

Interest on funded debt. 54,250.00 195,361.75 


Balance to profit and loss 


0 
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Predecessor Companies. 


0 


St. Louis, Arkansas and Te.xas Railway Company in Arkansas and 

Missouri. 


St. Louis, Arkansas and Texas Railway Company in Arkansas and 
Missouri, herein called the Arkansas, was a corporation of the states 
of Arkansas and Missouri. There were two corporations of this 
name; the first was incorporated on April 15, 1886. On August 
18, 1887, it was consolidated ^nth the Arkansas and Southern Rail¬ 
way Company (to which it had deeded that part of its property in 
Arkansas a few days [jrcviously) to form the second corporation of 
the Siime name. While a new corporation was actually formed in 
this consolidation, no new books were opened, the accounting rec¬ 
ords of the first company being continued. For the purpose of this 
report, the two companies are considered as one. 

The Arkansas was incorporated at the instance of a bondholders^ 
committee, which had purchased tlie property and franchises of the 
Texas and St. Louis Railway Company in Missouri and Arkansas, 
herein called the St. Louis, at foreclosure sale. The members of this 
committee also acted as a committee of bondholders of the Texas 
and St. Louis Railway Company in Texas, acquiring the property 
and franchises of that company at foreclosure sale, and conveyed 
the same to the St. Louis, Arkansas and Texas Railway Company in 
Texas, herein called the St. Louis & Texas, which was incorporated 
on January 29, 1886. 

The same interests controlled both the Arkansas and the St. Louis 
& Texas, and the properties were oj^erated as one system. 

The Arkansas owned and operated a standard gauge railroad of 
about 582 miles, which extended from Bird^s Point, Mo., to the 
Arkansas-Texas state line at Texarkana, with the following branches: 

Lilbourn, Mo., to New Madrid, Mo. 

Malden, Mo., to Delta, Mo. 

McNeil, Ark., to Magnolia, Ark. 

Altheimer, Ark., to Argenta, Ark. 

Lewisville, Ark., to Shreveport, I.(a. 

Traffic was exchanged with the St. Louis, Iron Mountain and 
Southern Railway Company at Delta, ^lo., and with tlie Illinois 
Central Railroad Company, at Cairo, Ill., a car ferry being operated 
between Cairo, Ill., and Bird’s Point, Mo. 
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The Gould interests appear to have come into control of the prop¬ 
erty in 1888. These interests retained control of the carrier, which 
was incorporated January 16, 1891, to acquire the property and 
franchises of the Arkansas, which was sold at foreclosure sale on Oc¬ 
tober 20, 1890. 

Corporate History. 

The first Arkansas company was incorporated on April 15, 1886, 
under the laws of Missouri, for the purpose of acquiring the prop¬ 
erty, rights and franchises of the St. Louis, which had been sold at 
foreclosme sale February 27, 1886, to a bondholders’ committee. 

On August 4, 1887, it sold that part of its property in the 
130 state of Arkansas to the Arkansas and Southern Railway 
Company, subject to existing mortgages, for $1 and other val¬ 
uable considerations. The Arkansas and Southern Railway Com¬ 
pany was incorporated February 17, 1887, in the interest of the 
Arkansas, and in addition to acquiring the property of the first 
Arkansas company in Arkansas, as hereinbefore explained, it ac¬ 
quired the rights and franchises of the Slireveport and Arkansas 
Railway Company, and Little Rock and Eastern Railway Company 
on August 13, 18"87, and August 15, 1887, respectively. 

The Shreveport and Arkansas Railway Company was organized 
for the purpose of constructing a railroad from Shreveport, La., to 
the Arkansas-Louisiana state line in the direction of Lewisville, 
Ark.; the Little Rock it Eastern Railway Company for the purpose 
of constructing a railroad between Altheimer, Ark., and Argenta 
^North Little Rock), Ark. Both of these companies were organized 
in the interest of the Arkansas and Southern Railway Company, 
and no construction had been done by either up to the date of sale 
of their rights and franchises to that company. The proposed lines 
were constructed by the Arkansas in the following year. 

On August 18,1887, the first Arkansas company and the Arkansas 
and Southern Railway Company were consolidated to form the sec¬ 
ond Arkansas company. Articles of consolidation were filed in both 
Missouri and Arkansas. 

On August 15, 1888, the Arkansas acquired the rights and fran¬ 
chises of ihe St. Louis, Arkansas & Texas Terminal Railway Com¬ 
pany, which had been organized in the intere.st of the Arkansas for 
the purpose of constructing a road from Malden, Mo., to a point on 
the Mississippi River oiqjosite Grand Tower, Ill. No construction 
work had been done up to the date of sale. The proposed line was 
constructed by the Arkansas as far as Delta, Mo., and opened for 
operation early in 1889. 

On May 14, 1889, S. W. Fordyce was appointed receiver of the 
property and on June 23, 1889, A. W. SNvanson was appointed co¬ 
receiver. 

Under decree of foreclosure the property was sold on October 20, 
1890, to Louis Fitzgerald, purchasing trustee (for a reorganization 
committee), who deeded the same to the carrier. 

The receivers operated the property to June 1, 1891, when it was 
turned over to the carrier. 
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Development of Fixed Physical Property. 

. The owned mileage of the Arkansas was acquired as follows: 


Peorganization; 

May 14, 1886, railroad of the St. Louis. 429 miles 

Bird’s Point, Mo., to Texarkana, Ark.- 

Tex. 417 miles 

Lilbourn, Mo., to New Madrid, Mo. 5 miles 

McNeil, Ark., to Miignolia, Ark. 5 miles 


131 Construction: . 153 miles 

1888—Altheimer, Ark., to Argenta, 

Ark. 41 miles 

1888— rLewisvillc, Ark., to Shreveport, 

La. 60 miles 

1889— Malden, Mo., to Delta, Mo. 52 miles 


Total . 582 miles 


An important feature in the development of the road acquired 
from the St. Louis was the immediate change from narrow gauge 
to standard gauge. This work was completed October 18, 1886. 

History of Capital Financing. 

Syndicathif;, Banking, and Other Financial Arrangements .—The 
property of the St. Louis was sold at foreclosure sale to a Ixindliold- 
ers’ committee consisting of Wm. Mertens, Geo. Coppell, L. S. Wolff, 
M. Gernsheim, and J. W. Paramore. On ^lay 14, 1886, the com¬ 
mittee conveyed the j^roperty to the.Arkansas. 

The members of this committee, acting as representatives of the 
bondholders of the Texas and St. Louis ILailway Company in Texas, 
hereinafter ealled the Texas, acquired the property of that company 
at foreclosure sale, and on May 11, 1886, conveyed it to the St. 
Louis A Texas. 

This joint committee controlled the affairs of both the Arkansas 
and the St. Louis A Texas until December 26, 1888, when the sale 
of certain securities to tlie Mercantile Trust Companj^ (acting as 
agent for Jay Gould and associates) enabled the Gould interests to 
play an important part in the affairs of this group of railroads. The 
financial affairs of tlie two companies were practically handled to¬ 
gether, although each company assumed its proportion of liabilities 
incurred. 

Under mortgage dated May 4, 1886, and maturing May 1, 1936, 
the Arkansas issued first mortgage 6 per cent gold bonds in the 
amount of $5,577,000. Under mortgage dated May 5, 1886, and 
maturing May 1, 1936, the St. Louis & Texas issued first mortgage 
6 per cent gold bonds in the amount of $3,952,000. These two 
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bonds were deposited with the Central Tmst Company of New York, 
trustee, to which the Arkansas and St. lA)uis & Texas had each con¬ 
veyed its property by deed of trust. The Centml Trust Company is¬ 
sued its “The St. Louis, Arkansas and Texas Itailway Companies in 
Texas and in Arkansas and Missouri—first mortgage, 6 per cent gold 
certificates’’ of $1,000 par value each, to an amount ($9,529,000) 
equal to a total of the bonds of the two companies against which 
they were issued. These certificates bore interest from May 1, 1886, 
inaturing May 1, 1936, and were equally secured by all the property 
of both the Arkansas and the St. Louis & Texas. 

Under mortgage dated ^May 4, 1886, matiu'ing May 1, 1936, the 
Arkansas issued second mortgage 6 per cent gold bonds in the 
amount of $5,577,000. Under mortgage dated May 5, 1886, ma¬ 
turing May 1, 1936, the St. Louis & Texas issued second mortgage 6 
per cent gold bonds to the amount of $3,952,000. These two issues 
were deposited witli the Mercantile Trust Company of New York, 
trustee, to which the Arkansas and the St. Louis & Texas had 
132 each conveyed its property (subject to the first mortgages pre¬ 
viously mentioned) by deed of trust. The Mercantile Trust 
Company issued its “The St. Louis, Arkansas and Texas Kailway 
Companies in Texas and in Arkansas and Missouri—second mort¬ 
gage, 6 per cent gold certificates” of $1,000 par value each, to an 
amount ($9,529,000) equal to the total of the second mortgage bonds 
of the two companies against which they were issued. For three 
yeai*s from May 1, 1886, only such interest was payable on these 
certificates as “the earnings of the resj)ective companies shall pay 
after providing for all prior charges and expenditures.” These cer¬ 
tificates were to mature May 1, 1936, and were equally secured by all 
the property of both the Arkansas and the St. Louis & Texas subject 
to the prior lien of the first moilgages. 

Of the first mortgage 6 per cent gold certificates issued, $6,597,000 
par value went to the joint purchasing committee for reorganization 
purposes. The remaining $2,932,000 of certificates were divided 
between the Arkansas and the St. Louis & Texas. The former re¬ 
ceived $1,716,000, and the latter $1,216,000. The $1,716,000 of 
first mortgage 6 per eent bond certificates held by tiie Arkansas were 
sold in December, 1886, and ^larcli, 1887, for $1,631,954.01, or at a 
discount of $54,045.99. 

The entire issue ($9,529,000) of second mortgage certificates was 
turned over to the joint purchasing committee. 

In May, 1886, the Arkansas issued $12,500,000 par value of capi- 
hil stock and the St. Louis & Texas $9,520,000 of capital stock par 
value. 

All of the capital stock of the Arkansas ($12,500,000) and 
$3,952,000 of that of the St. Louis & Texas was turned over to the 
joint purchasing committee, which retained $6,932,000 of that of 
the Arkansas and exchanged the remainder ($5,568,000) for the 
balance (a like amount) of that of the St. Louis & Texas. 

How the securities issued to the purchasing committee were aj)- 
plied in satisfying the claims of the stockholders and bondholders of 
the St. Louis and of the Texas is not of record. 
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The Arkansas received $305,214.65 from the purchasing commit¬ 
tee, and assumed liabilities in excess of other assets received amount¬ 
ing to $103,564.28. The St. Louis & Tcxiis received $216,252.37 
from the purchasing committee and other assets in excess of liabili¬ 
ties assumed amounting to $460,445.06. 

Additional securities of $13,000 in capital stock, $13,000 in first 
mortgage certificates, and $13,000 in second mortgage certificates 
were to be issued for each mile of extensions. 

Contracts were entered into with C. 11. Smith & Company whereby 
that firm was to construct and equip the various extensions for 
$13,000 per mile in capital stock and $13,000 per mile of first mort¬ 
gage certificates. The different branches were built on this basis, 
with the exception that for the branches built for the Arkansas, 
C. H. Smith & Company received capital stock of the St. Louis & 
Texas at the agreed rate per mile, a like amount of stock of the 
Arkansas having been turned over to the St. Louis & Texas in lieu 
thereof. This had the effect of keeping the additional capital stock 
of the Arkansas out of the hands of the public and investing the 
ownership of the majority of its stock in the St. Ixiuis & Texas. 
133 C. II. Smith <k Company was created merely for the pur¬ 
pose of carrying out the plan outlined. It represented the 
interests controlling the Arkansas and the St. Louis & Texas, and 
while all the securities issued in accordance with the contracts were 
nominally turned over to C. IL Smith Company, the first mort¬ 
gage certificates were actually disposed of through agencies of the 
Arkansas and the St. Ix)uis & Texas. The officials of these com¬ 
panies were in actual charge of the construction work, the cost of 
which was paid from the proceeds of the securities so disposed of. 

In connection with the construction of these branches the follow¬ 
ing securities were issued to C. II. Smith and Company: 


The Arkansas: 

St. Louis & Texas 
capital stock. 

First mortgage 
ccrtiticatcs. 

Total. 

Little Lock branch.... 

Shreveport branch. 

Malden branch. 

... $599,300 
... 809,700 

... 731,000 

$599,300 

869,700 

634,000 

$1,198,600 

1,739,400 

1,368,000 

Total . 

... 2,203,000 

2,103,000 

4,306,000 

The St. Louis & Texas: 




Sherman branch... 

Fort Worth branch. . .. 
Hillsboro branch. 

... 1,495,000 
... 1,378,000 
585,000 

1,495,000 

1,388,000 

585,000 

2,990,000 

2,766,000 

1,170,000 

Total . 

... 3,458,000 

3,468,000 

6,926,000 


In accordance with a plan for extending the system, the first and 
second mortgages of both the Arkansas and the St. Louis & Texas 
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were extended to cover the proposed branches and additional bonds 
issued thereunder as follows: 

The Arkansas—first mortgage G per cent gold bonds, due May 1, 


1936: 

October 20, 1887. $1,560,000 

Little Rock branch. 

Shreveport branch. 

August 15, 1888. 1,170,000 

Malden branch. 

The Arkansas—second mortgage 6 per cent gold bonds, 
due May 1, 1936: , 

October 20, 1887. 1,560,000 

Little Rock branch. 

Shreveport branch. 

August 15, 1888. 1,170,000 

^lalden branch. 

The St. Louis & Texas—first mortgage 6 per cent gold 
bonds due May 1, 1936: 

November 15, 1886. 1,495,000 

Sherman branch. 

134 May 4, 1887. 7,540,000 

Fort Worth and other branches. 

The St. Louis & Texas—second mortgage 6 per cent 
gold bonds, due May 1, 1936: 

November 15, 1886. 1,495,000 

Sherman branch. 

May 4, 1887. 7,540,000 

Fort Worth and other branches. 


The first mortgage bonds so issued by both companies were de¬ 
posited with the Central Trust Company of New York, trustee, and 
its “The St. Louis, Arkansas and Texas Railway Companies in Texas 
and in Arkansas and Missouri—first mortgage 6 per cent gold 
certificates” issued against them as follows: 


On account of the Arkansas: 

Little Rock and Shreveport branches. $1,469,000 

Malden branch. 734,000 

Alleged additional main line mileage. 17,400 


Total 


2,220,400 
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On account of the St. Louis & Texas: 

Sherman branch. $1,495,000 

Fort Worth branch. 1,388,000 

Hillsboro branch. 585,000 

•Lufkin branch. 1,170,000 

Alleged additional main line mileage. 21,800 


Total . 4,659,600 

The second mortgage bonds so issued by both companies were de¬ 
posited with the Mercantile Trust Company of New York, trustee, 
and its ‘‘The St. Louis, Arkansas and Texas Railway Companies in 
Texas and in Arkansas and Missouri—second mortgage G per cent 
gold certificates” issued against them as follows: 

On account of the Arkansas: 

Little Rock and Shreveport branches. $1,469,000 

Malden branch. 734,000 

Alleged additional main line mileage. 17,400 


Total . 2,220,400 

On account of the St. Louis & Texas: 

Sherman branch. 1,495,000 

Fort Worth branch. 1,388,000 

Hillsboro branch. 585,000 

Lufkin branch. 1,170,000 

Alleged additional main line mileage. 21,600 


Total . 4,659,600 

The additional capital stock so issued was disposed of as follows: 
135 The Arkansas: 

Issued to the St. Louis & Texas in lieu of St. Louis 
& Texas stock delivered to C. H. Smith & Com¬ 
pany . $2,203,000 

The Texas: 

Issued to C. H. Smith & Company. 5.661,000 

Account of the Sherman branch.. $1,495,000 
Account of the Hillsboro branch.. 585,000 

Account of the Fort Worth branch 1,378,000 
Account of the Arkansas branch.. 2,203,000 


Issued in purchase of Kansas & Gulf Short Line 

Railroad (Lufkin branch). 900,000 

Unaccounted for. 277,500 


Total 


6,838,500 























UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 137 

The $277,500 of St. Louis & Texas capital stock shown as un¬ 
accounted for was actually issued and outstanding at the date of 
reorganization, but its issue was not recorded on the books of the 
St. Louis & Texas. In addition to the additional stock of the 
Arkansas shown above, $70,000 par value was issued to the stock¬ 
holders of the Arkansas & Southern Railway Company in the con¬ 
solidation of August 18, 1887. 

The additional first and second mortgage certificates so issued 
were disposed of as follows: 

First mortgage certificates: 

On account of the Arkansas: 

Issued to C. H. Smith & Company. $2,103,000.00 

Account of the Little Rock 

branch . $599,300 

Account of the Shreveport 

branch . 889,700 

Account of the Malden branch.. 634,000 


Given as bonus in sale of second mortgage 
certificates and capital stock of the St. 
Louis & Texas to the Mercantile Trust 
Company (trustee) as per contract of 


December 26, 1888. 100,000.00 

Sold for cash. 15,840.00 


2,218,840.00 

Discount . 1,560.00 


2,220,400.00 


On account of the St. Louis & Texas: 

Issued to C. H. Smith & Company. 3,468,000.00 

Account of the Sherman 

branch . $1,495,000 

Account of the Fort Worth 

branch . 1,388,000 

Account of the Hillsboro 

branch . 585,000 


Issued in purchase of Lufkin branch. 220,000.00 

Sold for cash. 936,286.67 


Discount 


4,624,286.67 

35,313.33 


4,659.600.00 
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Second mortgage certificates: 

On account of the Arkansas: 

Sold to the Mercantile Trust Company of 
New York, trustee, contract of December 
26, 1888. $2,220,400.00 

136 On account of the St. Louis & Texas: 

Sold to the Mercantile Trust Company of- . 

New York, trustee, contract of December 

26, 1888. 4,659,600.00 

Under the contract of December 26, 1888, the following securi¬ 

ties were sold to the Mercantile Trust Company of New York, trustee, 
for Jay Gould and associates, for $2,010,000: 

First mortgage certificates issued on account of the Ar¬ 
kansas .$100,000 

Second mortgage certificates issued on account of the Ar¬ 
kansas .2,220,400 

St. Louis & Texas capital slock. 900,000 

Second mortgage certificates issued on account of the St. 

Louis & Texas.4,659,600 


7,880,000 

In final settlement the proceeds were reduced to $1,949,288.47, 
due to adjustment between the parties, of w'hich $1,320,029.08 was 
credited to the St. Louis & Texas, and the remainder, $629,250.39, 
to the Arkansas. 

The first mortgage certificates issued to C. 11. Smith & Company 
were disposed of as follows: 

Issued on account of the Arkansas: 

Cash. $1,775,723.34 

Discount . 91,276.66 

1,867,000.00 

Unaccounted for . 236,000.00 


2,103,000.00 

Issued on account of the St. Louis & Texas: 


Cash . $3,323„693.32 

Discount . 144,306.68 


3,468,000.00 
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Obtainable records of C. H. Smith & Company indicate that the 
following amounts w'ere actually expended in the construction and 
equipment of the various branches as follows: 


The Arkansas. 

Little Rock Branch 
Shreveport branch . 
Malden branch ... 
Tlie St. Louis & Texas 
Sherman branch . 
Fort Worth branch 
Hillsboro branch . 


$530,263.49 

749,771.48 

305,511.35 


1,295,542.89 

1,397,138.02 

562,122.49 


$1,585,546.32 

3,254,803.40 


Grand total. 4,840,349.72 

In the acquisition of certain equipment for the combined prop¬ 
erties and the payment of $346,000 in cash to the companies, the 
Arkansas and the St. Louis & Texas jointly issued equipment trust 
notes to an aggregate amount of $2,415,116, which included $696,- 
638.04 of interest. The liability for these notes was taken 


137 up on the books of the Arkansas. The St. Louis & Texas 
was charged with one-half through the medium of a gen¬ 
eral account. These notes were issued for the following considera¬ 
tions: 

Equipment . $1,372,077.96 

Cash .’. 346,400.00 


1,718,477.96 

Interest included in face of notes. 696,638.04 


2,415,116.00 

All of the interest was charged to investment in road and equip¬ 
ment account of the respective companies. 

Tlie Arkansas and receivers retired $648,541.72 of the notes, leav¬ 
ing a balance of $1,766,574.28 outstanding, of which the reorgani¬ 
zation committee subsequently retired, $1,189,077.09 for $1,026,- 
323.94 cash. The difference, $162,753.15, represented interest in¬ 
cluded in the face of notes unaccrued at date of payment. The 
remaining $577,497.19 of unpaid notes were taken up on the books 
of the carrier and of the Southwestern of Texas, each company as¬ 
suming one-half of the liability. 

Excluding renewals, the Arkansas issued short-term notes for $3,- 
782,449.85 from June 1, 1886, to May 13, 1889, of which $2,588,- 
000 was for cash received and $1,194,449.85 was for materials and 
supplies. The records show that all of these notes were retired 
prior to reorganization. 

The receivers issued scries A and B certificates aggregating $287,- 
668.41 in the purchase of material and to provide for cash require¬ 
ments. Interest on these certificates totaled $10,429.26; the entire 
amount was paid by the reorganization committee. 
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Tlic total capital liability of the Arkansas at date of reorganiza¬ 


tion was $32,422,042.69 as follows: 

Capital stock.$14,773,000.00 

First mortgage G per cent ccrtilicates. 7,797,400.00 

Second mortgage 6 per cent certificates. 7,797,400.00 

Equipment trust obligations. 1,766,574.28 

Receivers^ certificates. 287,668.41 


Total . 32,422,042.69 


The first and second mortgage bonds arc not included in the above 
tabulation; only the actual certificates issued against them being 
considered, as they represented the actual outstanding liability. All 
of the above securities were actually outstanding. 

Capital stock. —$14,773,000 of capital stock was issued as follows: 


To the reorganization committee of the St. Louis. $12,500,000 

To the stockholders of the Arkansas & Southern Riiil- 

way Company . 70,000 

To C. H. Smith & Company. 2,203,000 


14,773,000 
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Funded debt .—The funded debt was issued and retired as 
follows: 


Issued. Retired. Outstanding. 


First mortgage certificates.$7,797,400 $ 

Second mortgage certificates. 7,797,400 


Equipment trust obligations. 2,415,116 048,541.72 


$7,797,400.00 

7,797,400.00 

1,700,574.28 


18,009,910 648,5-11.72 17,301,374.28 

Receivers certificates .—As hereinbefore stated, the receivers issued 
a total of $287,668.41 of receiver’s certificates, all of which were paid 
by the reorganization committee. 

Increase in securities in reorganization .—The following tabulation 
shows the increase in securities resulting from the reorganization of 
the St. Louis and the formation of the Arkansas: 


The St. Louis. Security. The Arkansas. Increase. Decrease. 

$5,050,000.00 Capital Stock . $12,500,000 $6,^,000.00 . 

11,180,000.00 Funded Debt . 9,438,000 . $1,742,0<X1.00 

011,345.01 Receiver’s certificates . 011,345.01 

17,441,345.61 21,938,000 6,850,000.00 2,353,345.61 

Net increase . 4,496,054.39 

Aids, Gifts, Grants, and Donations. 

The city of Shreveport, La., in 1887, contributed $40,000 in the 
aid of construction of the Shreveport branch. The donations of land 
to the Arkansas are included in the donations of land to the carrier 
and considered in the report of the carrier. 
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Results of Corporate Operations. 

A summary statement of the income account of the Arkansas for 
the period from May 1, 1886, to May 31, 1891, is as follows: 


Railway operating revenues. $10,528,317.19 

Railway operating expenses. 8,669,821.60 

Net revenue from railway operations. 1,858,495.59 

Railway tax accruals. 206,978.92 

Total operating income. 1,651,516.67 

Non-operating income . 113,631.71 

Gross income . 1,765,148.38 


Deductions from gross income: 

Interest on funded debt. $1,168,155.80 

Interest on unfunded debt. 27,877.57 

Miscellaneous income charges. 622,018.67 


Total 


1,818,052.04 


Net deficit transferred to profit and loss.... 52,903.66 


139 No interest was accrued on bond certificates subsequent to 
appointment of the receiver. 

Profit and loss .—The debit balance ($52,903.66) was the amount 
transferred from ineome account. Had interest been accrued on out¬ 
standing bond certificates subsequent to the appointment of the re¬ 
ceiver, tlie deficit would have been much larger. 


General Balance Sheet Statement as of May 31, 1891. 

Assets. 

Investments: 


Investments in road and equip¬ 
ment . $29,794,810.61 

Miscellaneous physical properly 27,327.95 
Investment in bonds. 25,000.00 


Total 


$29,847,138.56 
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Current assets: 


Miscellaneous accounts receivable: 


C. H. Smith & Company, 
contractors Grand 

Tower Branch. 

The St. Louis & Texas, 

general account. 

City of Shreveport. 

Receivers of the St. Louis 
& Texas, general ac¬ 
count . 


89,075.76 

1,450,529.30 

19,359.94 


1,500.00 


Total 


1,560,465.00 


Unadjusted debits: 

Homer survey . 

Discount on first mortgage 

certilicates . 

Discount on second mortgage 

certilicates . 

Bad debts. 


1,154.39 

100,000.00 

1,591,140.61 

1,764.26 


Total . 1,694,059.26 

Grand total . 33,101,662.82 


Capital liabilities: 
Capital stock 


Liabilities. 


$14,773,000.00 


Long-term debt: 

Funded debt unmatured.... 17,361,374.28 

Receiver’s certificates. 287,668.41 


Total . 

Current liabilities: 

Audited accounts and wages 

payable . 

Miscellaneous accounts pay¬ 
able . 

140 

Interest matured unpaid.... 
Unmatured interest accrued.. 


17,649,042.69 


1,516.46 

287,184.76 

356,640.00 
37,052.57 


Total 


682,393.79 
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Unadjusted credits: 

Operating reserves: 

Equipment replacement fund. 50,130.00 

Total liabilities. 33,154,566.48 

Corporate surplus: 

Profit and loss—deficit. 52,903.66 


Total after deducting deficit. 33,101,662.82 


Investment in Road and Equipment. 


The recorded investment in road and equipment of the Arkansas 
was $29,794,810.61, as follows: 


Property acquired in the reorganization of the St. 

Louis. 

Capital stock issued to stockliolders of the Arkansas 

& Southern Railway Company. 

Construction and equipment of branches. 


Little Rock branch. $1,198,600 

Shreveport branch . 1,739,400 

Malden branch . 1,368,000 


Additions and betterments. 

Discount on first mortgage certificates sold 
Interest on equipment trust obligations.. 


$21,736,349.63 

70,000.00 

4,30:),000.00 


3,278,535.97 
55,605.99 
348,319.02 


The details of the items above arc as follows: 


29,794,810.61 


Property acquired in the reorganization of the St. Louis: 

Securities issued to purchasing committee: 

Capital stock. $12,500,000 

Fii*st mortgage certificates.. 3,861,000 

Second mortgage certificates. 5,577,000 

- 21,938,000.00 

Excess of liabilities of the St. Louis assumed—over 

current assets. 103,564.28 


22,041,564.28 

Cash turned over by purchasing committee (credit) 305,214.65 


21,736,349.63 


Capital stock to the total par value of $70,000 was issued by the 
Arkansas <fe Southern Railway Company to the incorporators who 
represented the interests controlling the Arkansas. When the Arkan- 
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sas and Southern Railway Company was consolidated with the first 
Arkansas company on August 18, 1887, an equal amount of capital 
stock of the Arkansas was issued to the holders thereof. There is no 
record of any actual consideration having been paid for the stock of 
the Arkansas and Southern Railway Company. 

The figure of $4,306,000 represents the par value of the securities 
issued to C. IT. Smith & Company in connection with the construc¬ 
tion and equipment of the branches named as follows: 


141 Capital stock . $2,203,000 

First mortgage certificates . 2,103,000 


4,306,000 

Included in the figure of $3,278,535.97 for additions and better¬ 
ments are expenditures as follows: 


Standard gauging and relaying line. $1,887,112.22 

Equipment. 925,831.83 

Miscellaneous additions and betterments. 465,591.92 


3,278,535.97 

In changing the gauge from narrow to standard and relaying 
with heavier rail, the entire cost of the work, both labor and ma¬ 
terial, was charged to this account and only the salvage value of the 
narrow gauge material released credited. 

The items of discount on first mortgage certificates sold and in¬ 
terest on equipment trust obligations are fully discussed under the 
caption History of Capital Financing. 

Original Cost to Date. 

The actual cost of each piece of property owned by the Arkansas 
at date of demise cannot be determined from the records of that 
company or its predecessors. Tlie records of these companies and of 
C. 11. Smith & Company show cost of original construction and ex¬ 
penditures for equipment, additions and betterments which, in the 
aggregate, represent the maximum recorded outlay for all the prop¬ 
erty of the Arkansas used for common-carrier purposes. The fol¬ 
lowing statement is based on tliesc figures and includes all the 
recorded costs: 


Expenditures of the St. Louis and predecessor com¬ 
panies . $6,437,579.60 

Expenditures made by the Arkansas. 3,278,535.97 

Actual expenditures made by C. II. Smith & Com¬ 
pany in constmetion and equipment of branch 
lines as shown by records of that company .... 1,585,546.32 


11 , 301 , 061.89 
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Details are not available from which the above figures can be 
classified by primary accounts or by states. 

Comparison of the foregoing figures with the analysis of the in¬ 
vestment accounts of the several companies involved will show that 
recorded discount, commission, and expenses incurred in the dis¬ 
posal of securities have been omitted, as well as other items not re¬ 
lated to the acquisition or construction of property. 

The figure of $11,301,661.89 is excessive, in that it includes the 
total cost (both labor and material) of standard gauging the rail¬ 
road and relaying the 35-j>ound rail with the 56-pound rail, with the 
exception of a salvage value credit for the material released. The 
figure of $1,585,546.32 shown as the cost to C. H. Smith & Com¬ 
pany of constructing and equipping the branch lines built by them 
does not include any figure representing interest during construction. 

142 Miscellaneous Physical Property. 

In 1887 the Arkansas acquired certain real estate in the city of 
Little Rock, Ark., for proposed terminal purposes in connection with 
the construction of the branch line from Altheimer, Ark., to Little 
Rock, Ark., at a total cost of $27,327.05. The carrier acquired this 
property in the reorganization. 

> 

Investments in Other Companies. 

First mortgage bonds of tlie Paragould & Buffalo Island Railway 
Company to the amount of $25,000 were acquired by the Arkansas 
in connection with the stile of second-hand 35-pound steel rails. 
The carrier acquired these bonds in the reorganization. 

Statement of Funded Debt Issued, Retired, and Outstanding up to 

the Date of Demise, May 31, 1891. 

Up to the date of demise of the Arkansas, it had issued first mort¬ 
gage 6 per cent gold bond certificates under mortgage dated May 4, 
1886, due May 1, 1936, to the par value of $7,797,400, all of 
which were outvstanding in tlie hands of tlie public at the demise of 
the company. Of this total $3,861,000 par value was issued to the 
reorganization committee for the property of the St. Louis; $2,103,- 
000 par value was issued to C. II. Smith & Company for construction 
of branches; $1,677,794.01 was issued for eash; $100,000 was given 
to the Mercantile Tru.«t Company as bonus in sale of second mortgage 
certificates. The discount was $55,605.99. 

The Arkansas had i.ssued second mortgage 6 per cent gold bond 
certificates umler mortgage dated May 4, 1886, due May 4, 1936, 
to the extent of $7,797,400 par value. This was all out.rtanding in 
the hands of the public at the date of demise. May 31, 1891. Of this 
sum $5,577,000 was is.«iued to the reorganization committee for the 
property of the St. Louis, and $029,259.39 was issued for cash. The 
discount was $1,591,140.61. 

10—3962a 
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Up to its dcmiso, May 31, 1801, and between July 1, 1886, and 
August 15, 1888, the Arkansas luid issued four series of equipment 
trust notes, each maturing serially, and with a grand total face value 
of $2,415,116, of which $348,310.02 was interest included in the face 
of the notes. In the ca.se of each of these series a part of the issue 
was charged to the St. Louis S: Texas, a property owned by the same 
group of i)ersons. The total thus charged was $1,034,358. At the 
date of demise, Ma}’ 31, 1801, a part of each of these issues had been 
retired at par for cash, the total amount retired being $648,541.72, 
leaving outstanding of these notes in the hands of the public $l,76(>,- 
574.28, which, added to the $15,504,800 of outstanding bonds, made 
a total outstanding funded indebtedness of $17,361,374.28. 

143 Summary of Funded Debt as of May 31, 1891. 


Issued to Consideration. 

Reorganization committee for property of the St. 

Louis. $9,438,000.00 

C. H. Smith & Company, for construction of 

branches . 2,103,000.00 

Cash . 2,653,453.40 

Equipment . 686,038.08 

Interest included in face of equipment notes. 348,319.02 

One-half of eejuipment notes (including interest) 

charged to the St. Louis & Texiis. 1,034,358.00 


16,263,169.40 

Given to Mercantile Trust Company as bonus in 
sale of second mortgage certifi¬ 
cates . $100,000.00 

Discount . 1,646,746.60 

- 1,746,746.60 


Grand total.. $18,000,016.00 

Of this grand total of funded indebtedness, of $18,009,916, the 
Arkansas had retired for cash $348,541.72, leaving outstanding in 
the hands of the public $17,361,374.28. The balance sheet of the 
Arkansas shows unpaid equipment notes totaling $1,766,574.28, of 
which the reorganization committee paid $1,180,077.09, leaving 
$577,497.19 outstanding, one-half of which, $288,748.60, was as¬ 
sumed by the carrier, and the remaining one-half by the South¬ 
western of Texas. 

The discount, totaling $1,746,746.60, was charged as follows: 


Investment in road and equipment. $55,605.99 

Unadjusted debits (general balance sheet). 1,601,140.61 


1,746,746.60 
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The Texas and St.- Louis Railway Company in Missouri and 

Arkansas. 

This company, herein called the St. Louis, was incorporated under 
the general laws of Missouri and Arkansas on November 29, 1881, 
as a consolidation of the Texas & St. Louis Railway Company of 
Arkansas and the Little River Valley and Arkansas Railroad Com¬ 
pany, for the primary jnirposc of acquiring or constructing a narrow 
gauge railroad from IhrcVs Point, Mo., to Texarkana, Arkansas- 
Texas state line. The St. Louis owned and operated a narrow gauge 
railroad about 429 miles long, extending from Bird’s Point, Mo., 
in a southwesterlv direction to tlie Arkan.sas-Tcxas state line at 
Texarkana, with branches from Lilbourn to New Madrid, Mo., and 
from McNeil, Ark., to Magnolia, Ark. The St. Louis was closely 
aftiliated with the Texas, both corporations having been under the 
same control and their properties operated under a joint system. 

A receiver of the property was appointed on January 12, 1884, by 
the United States Circuit Court, under whom the property was op¬ 
erated to May 1, 1886. Foreclosure proceedings were in- 
144 stituted on December 16, 1885, and on February 27, 1886, 
the property was sold to a bondholders’ committee, con¬ 
sisting of Wm. Mertens, Geo. Coppell, L. S. Wolff, M. Gernsheim, and 
J. W. Paramore. The sale was approved by the court on March 2, 
1886, and deed was executed on April 29, 1886, conveying the prop¬ 
erty to the bondholders’ committee. 

On May 14, 1886, the bondholders’ committee conveyed all the. 
property to the Arkansas. The possession of the property was sur¬ 
rendered to that company on May 1, 1886. 

Development of Fixed Physical Property. 

The owned mileage of the St. Louis was acquired as follows: 
Consolidation: 

Line of the Little River Valley and Arkansas Rail¬ 
road Company from New Madrid, Mo., via Lil¬ 


bourn, Mo., to Malden, Mo. 27 miles. 

By Construction: 

1882—Bird’s Point, Mo., to Lilbourn, 

Mo. 86 miles. 

Malden, Mo., to Clarendon, Ark. 156 miles. 

1888—Clarendon, Ark., to Pine Bluff, 

Ark. 53 miles. 

1882—Pine Bluff, Ark., to Texarkana, 

Ark.-Tex. 150 miles. 

McNeil, Ark., to Magnolia, Ark. 7 miles. 

-^— 402 miles. 


Total 


429 miles. 
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On April 20, 1881, prior to the incorporation of the St. Louis, 
a contract was made in the name of the St. Louis with George 
B. Hibbard of New York to construct and equip the line from 
Bird’s Point, Mo., to the Arkansivs-Texas state line at Texarkana, 
for $10,000 per mile each in capital stock, fii*st mortgaj^e 6 per 
cent gold bonds and second mortgage income bonds. A supple¬ 
mental contract dated June G, 1881, provided that Hibbard would 
receive an additional $2,500 per mile each in the securities named 
on account of changes in the original plan of construction, which 
changes provided for steel rails instead of iron, heavier bridge con¬ 
struction, grade reductions, and the like. 

It would appear that Hibbard was acting as agent for a syndi¬ 
cate formed to finance the constniction, but that the construction 
work was actually performed by subcontractors and company forces 
w’ho were paid from the funds subscribed by the syndicate, and 
that securities issued under the contract were turned over to the 
syndicate. 

The entire line from Bird’s Point, Mo., to the Arkansas-Texas 
state line at Texarkana was completed and open for operation on 
August 12, 1883. 

145 History of Capital Financing. 

Syndicating, hanking, and other financial arrangements .—The 
capital stock and bonds issued by the St. Louis arc not recorded in 
its obtainable books. A cash book records the receipt of $3,928,- 
000, which sum the minutes of October 17, 1882, recite had been 
paid in by the syndicate organized to finance the constniction of 
the line. $800,000 of this amount had been paid in prior to the 
inenrporation of the St. Louis. The records do not disclose the 
members of this syndicate, but reference is made to Kuhn, Loeb 
and Company of New York as financial agents. 

Records of the receivership proceedings indicate that the St. 
Louis issued its securities on the basis of $37,500 per mile as pro¬ 
vided for in the contract with George B. Hibbard for 152 miles of 
railroad as follows: 


Capital stock . $5,650,000 

First mortgage 6 per cent gold bonds. $5,650,000 

Less amount unissued. 120,000 

- 5,530.000 

Second mortgage income bonds. 5,650,000 


16,830,000 

Inasmuch as the constructed line was only 402 miles long, it is 
probable that the 452 miles, against which the securities were 
issued, included some side tracks as well as the 27 miles acquired 
from the I.ittle River Valley and Arkansas Railroad Company. 

The obtainable records sliow the disposition of the funds ad¬ 
vanced by the syndicate in the construction of the line and in the 






. UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 149 

liquidation of the liabilities of the Little River Valley and Arkan¬ 
sas Railroad Company. They also show that George B. Hibbard 
received a salary and the actual construction work was performed 
by other contractors and company forces. It appears that he was 
only acting as agent for the syndicate, and that the seeurities issued 
were turned over to the syndicate and disposed of by it. 

The records also show the following loans or advances: 

North American Investment and Promotion Com¬ 
pany, Woershoeffer and Company, and J. W. Para- 


more . $890,000.00 

Kuhn, Locb and Company, trustee.... $525,000.00 

Less repayment. 500,000.00 

- 25,000.00 

J. W. Paramorc, trustee. 193,078.56 

W. W. Sherman and A. Wolff, trustees. 714,683.60 


Total . 1,822,762.16 


How these amounts were liquidated in the reorganization cannot 
be determined from obtainable records. 

146 Equipment trust notes to the aggregate amount of $452,- 
814 (including interest) were issued in the purchase of 
equipment, all of which were retired prior to or during receiver¬ 
ship. 

Short-term notes aggregating $786,026.11 were issued for the 


following: 

Cash . $250,860.54 

Renewal of due notes. 45,000.00 

Other considerations (principally for materials).... 490,165.57 

Total . 786,026.11 


All but $83,320.45 were retired prior to or during receivership. 

The receiver issued a total of $627,887.89 of receiver’s certificates 
and $54,442.36 of receiver’s notes. He retired all of the notes and 
$16,542.28 of the certificates. The remaining certificates were paid 
from funds supplied by the purchasing committee. 

The best obtainable information indicates that the total capital 
liability of the St. Louis at the time of reorganization was $17,441,- 
345.61 as follows: 

Capital stock . $5,650,000.00 

First mortgage bonds. $5,650,000 

Less unissued .. 120,000 

-- 5,530,000.00 

Second mortgage income bonds. 5,650,000.00 

Receiver’s certificates . 611,345.61 


Total 


17,441,345.61 
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Capital stock .—It appears from obtainable records that all of the 
$5,650,000 par value of capital stock was issued to the syndicate in 
connection with the original construction of the line as hereinabove 
stated. 

Funded debt .—First mortgage 6 per cent gold lx)nds of a total 
par value of $5,530,000 were issued under mortgage dated October 
1, 1881, maturing September 1, 1911. Obtainable records indicate 
that all of these bonds were issued to the syndicate in connection 
with the original construction of the line as hereinbefore stated, and 
were all outstanding at the date of reorganization. 

Second mortgage 6 per cent income bonds of a total par value of 
$5,650,000 were issued under mortgage dated October 1, 1881, ma¬ 
turing September 1, 1911. Obtainable records indicate that all of 
these bonds were issued to the syndicate in connection with the 
construction of the line as hereinbefore stated, and were all out¬ 
standing at the date of reorganization. 

Equipment trust obligations aggregating $152,811 were issued 
in connection with the purcliase of equipment. All of these obli¬ 
gations were retired prior to the reorganization. 

Receivers* certificates. —Receivers’ certificates totaling $627,- 
887.89 were issued by tlio receivers for the purpose of pay- 
117 ing equipment trust obligations, operating expenses, and re¬ 
constructions. A total of $611,.345.61 was outstanding on 
date of reorganization, which was liquidated from funds deposited 
by the purchasing committee. 

Loans or advances .—Obtainable records .‘^how a liability of $1,822,- 
762.16 at the time of reorganization for loans or a<lvances made by 
parties hereinbefore listed, flow this amount was liquidated in the 
reorganization cannot be determined from obtainable records. 

Short-term notes. —Short-term notes totaling $786,026.11 were is- 
cd by the St. Louis. All but $83,320.45 were retired ])rior to date 
of reorganization. Obtainable records do not show how the out¬ 
standing notes were liquidated in the reorganization. 

Aids, Gifts, Grants and Donations. 

Obtainable records do not disclose any cash donations to the St. 
Louis. Donations of lands are discussed in the report on the car¬ 
rier. 

Results of Corporate Operations. 

A condensed statement of the income account for the period 
from September, 1883, to April 30, 1886, follows: 


Railway operating revenues. $1,912,187.31 

Railway operating expenses. 1,757,451.10 

Net revenue from railway operations. 181,735.94 

Nonoperating income . 93,191.04 

Gross income . 277,926.98 
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Deductions from gross income: 

Interest on funded debt... 109,678.75 

Interest on unfunded debt. 2,641.24 

Miscellaneous income charges . 131,463.50 

Total deductions from gross income. 243,783.49 

Balance to credit of profit and loss. 34,143.49 


The only interest accrued on the first mortgage bonds was $109,- 
110 accrued during the calendar year 1883. No interest was accrued 
on the second mortgage income bonds. The interest on equipment 
trust obligations was included in the face of the notes and charged 
to investment in road and equipment. Had the proper amount of 
interest been charged to income account there would have been a 
large deficit instead of the credit shown above. 

Failure to pay the matured interest on the first mortgage bonds 
brought about the receivership of the property. That the line was 
narrow gauge possibly had considerable to do with’ this condition, 
as the plans of the purchasing committee embodied financial pro¬ 
visions for standard gauging the road. 

Profit and loss .—The credit balance shown on the books of the St. 
Louis is the amount transferred from income account. 

148 Investment in Road and Equipment. 

The recorded investment in road and equipment of the St. Louis 
was $6,228,872. This figure includes $231,292.40, stated to have 
been expended in acquiring bonds of and liquidating liabilities of 
the Little River Valley and Arkansas Railroad Company. Deduct¬ 
ing this amount from the total would leave a figure of $5,997,- 
579.60, which may be stated to be the maximum amount expended 
in the construction and improvement of the property of the St. 
Louis. Analysis of the expenditures could not be made, owing to 
missing vouchers, but the cash books record expenditures which 
tend to substantiate that figure. Interest on equipment obligations 
are included in the above figure, but the exact amount thereof can¬ 
not be determined. 

01>tainablc records do not indicate tliat any interest on bonds ap¬ 
plicable to the construction period was charged to this account. 
There is no record as to when the bonds were issued, which makes 
it impossible to calculate what such interest would amount to. 

Adding to $5,997,579.60 the maximum recorded outlay in the 
property of the Little River Valley and Arkansas Railroad Com¬ 
pany ($140,000). sliown in the report on that company, gives a 
total of $6,437,576.60, which may be considered the maximum re¬ 
corded outlav in constructing and improving the property owned 
and used by the St. Louis for common carrier purposes at the date 
of its demise. 
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General Balance Sheet Statement. 


Investments: 


Assets. 


Investment in road and equipment 


$6,228,872.00 


Current assets: 


Special deposit (U. S. Circuit 

Court). $1,000.00 

Bills receivable. 275.00 

Traffic and car-service balances 

receivable. 22,365.93 

Net balances receivable from 

agents and conductors. 1,764.31 


Miscellaneous accounts receiv¬ 
able: 

The Texas ... $473,908.41 
Miscellaneous . 39,183.61 

- 513,092.02 


Total . 538,497.26 

Deferred assets: 

Working fund advances. 539.54 

Grand total . 6,767,908.80 


Liabilities. 

Capital liabilities: 

Funded debt unmatured... $5,750,762.16 
149 Received certificates. 611,345.61 


Total . $6,362,107.77 

Current liabilities: 

Bills payable. 83,320.45 

Audited accounts and wages 

payable . 285,646.79 

Miscellaneous accounts pay¬ 
able . 2,690.30 


Total . 371,657.54 

Corporate surplus: 

Profit and loss—credit balance. 34,143.49 

Grand total . 6,767,908.80 
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Texas & St. Louis Railway Company of Arkansas. 

4 

This company was incorporated May 21, 1881, under the laws 
of Arkansas, by parties interested in the Texas and St. Louis Rail¬ 
way Company, a Texas corporation (which at that time owned a 
narrow gauge railroad extending from Texarkana, Ark.-Tex., to 
Corsicana, Tex.), for the primary purpose of constructing a narrow 
gauge railroad from Texarkana to the Arkansas-Missouri state line. 

On November 29, 1881, this company was consolidated with the 
Ijittle River Valley and Arkansas Railroad Company to form the 
St. Louis. 

That this consolidation had been contemplated prior to the in¬ 
corporation of the Texas and St. Louis Railway Company of Ar¬ 
kansas is evidenced by a construction contract betw’ecn George B. 
Hibbard of New York and the consolidated company, dated April 
20, 1881. This contract is acknowledged by the consolidated com¬ 
pany by a record in its minute book. 

With the exception of a cash book and a minute book of the stock¬ 
holders and directors, no accounting records of value of the Texas 
and St. Louis Railway Company are obtainable. 

Capital stock of a total par value of $4,600,000 was authorized 
and subscribed for. How much, if any, was issued is not of rec¬ 
ord. A syndicate, in which the firm of Kuhn, Loeb & Company 
of New York was prominent, was organized to finance the construc¬ 
tion, and had paid in $800,000 up to the date of consolidation. No 
construction work was done prior to the consolidation, and all trans¬ 
actions relating to this property are discussed in the report on the 
St. Louis. 

150 Little River Valley and Arkansas Railroad Company. 

This company, hereinafter called the Little River, was incorpo¬ 
rated September 7, 1876, under the general laws of Missouri, for 
the purpose of acquiring the property, rights and franchises of the 
New Madrid and West Prairie Road Company, consisting of a 
right-of-way, wagon road bed, and appurtenances, extending from 
New Madrid, Mo., to Malden, Mo., a distance of about 27 miles, to¬ 
gether with 70,040 acres of swamp timber lands in New Madrid 
County, Mo. 

With the exception of a minute book and miscellaneous mem¬ 
oranda now in the possession of the carrier, no books or other rec¬ 
ords of value are obtainable. 

According to the minute book referred to above, the Little River 
issued $197,000 par value of capital stock, of which $160,000 was 
given for the property of the New Madrid and West Prairie Road 
Company. The consideration received for the remainder is not 
of record. 

A narrow gauge railroad was constructed between New Madrid 
and Malden (about 27 miles) on the right-of-way acquired, which 
was opened for operation in February, 1878. First mortgage 10 
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per cent bonds of a total par value of $186,000 were issued in con¬ 
nection with the construction and equipment of the line. On May 
13, 1881, J. W. Paramore, who was president of the Texas and 
St. Louis Pailway Company, (which at that time owned a narrow^ 
gauge railroad from Texarkana, Ark‘.-Tex., to Corsicana, Tex., 
about 203 miles) l)ecamo president of the Little Piver. This was 
the first step tow’ard the formation of a narrow’ gauge railroad sys¬ 
tem to extend from Bird’s Point, Mo., on the Mississippi Piver, via 
Texarkana to various points in Texas. Tn connection with otlier 
companies the original scheme contemplaterl a through narrow^ 
gauf^e lino from Toledo, Ohio, to the city of Mexico. 

The minute book of the Little Piver records on July 18, 1881, 
the sale of all of its lands (except that necessary for railroad pur¬ 
poses) to J. 8. Marmaduke, trustee, the surrender by him of the 
outstanding $186,000 of first mortgage bonds for cancellation and 
assumption of a debt of $243,000 to J. W. Paramore, tnistcc, said to 
have been advanced by him to take up these bonds and coupons 
and to pay the floating debt of the Little Piver. Just w’hom Marma¬ 
duke renresonted in the acquisition of some 70.000 acres of land 
cannot be dctcrmiiK'd, but the ownership of the land passed from 
the Little Piver. On November 20, 1881, the Little Piver was 
consolidated with the Texas & St. Ix>ui3 Paihvay Company of Ar¬ 
kansas to form the St. Louis. 

Tbe ondnv in the acquisition and construction of the property 
of the Little Piver cannot be determined, but it could not have ex¬ 
ceeded $440,000 as follow’s: 


Par value of capital stock issued. $107,000 

Indebtedness to J. W. Paramore. 243,000 

Total. 410,000 


This amount is in exce.«s of the actual cost in that the property 
of the New Madrid and West Prairie Road Com])any, acquired for 
$160,000 par value of the Little Piver capital stock, included the 
70,040 acres of land as well as the right-of-way and graded road 
bed, and also because the item of $243,000 included (interest on 
bonds and possibly operating deficits. 

151 The New’ Madrid and West Prairie Road Company. 

This company, hereinafter called the West Prairie, was incor¬ 
porated under a special act of Missouri approved Fcbniary 22, 1855, 
for the purpose of constructing a tool wagon road from New’ Madrid, 
Mo., to Malden, Mo., a distance of about 27 miles. The act gave 
the West l^rairie the same rights, privileges, and restrictions as w ere 
previously granted to the New’ Madrid Plank Road Company under 
act of February 28, 1851, except as to location. No accountinm 
records of value are obtainable. Tlie following statements are 
taken from various old records and memoranda now in the posses¬ 
sion of the carrier. An amendment to the act of February 22, 
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1855, dated November 5, 1857, required the county court of New 
Madrid County, “to appropriate every alternate section of swamp 
land lying and being within one mile on each side of the line divid¬ 
ing townshii)s 22 and 23, north of range 10, 11, 12 and 13 cast, in 
New Madrid County, and not otherwise appropriated to the New 
Madrid and IVest Prairie Road Company, for the purpose of aiding 
said road company in completing said road.” This act authorized 
the West Prairie to sell and dispose of the land so granted. 

Apparently the road remained uncompleted for about twenty 
years, as on October 11, 1875, the county court of New Madrid 
County, Mo., in an order reciting that certain stockholders of the 
West Prairie had conveyed their stock to George B. Clark and Oscar 
Kochtitzky, ordered that the stock held by the county be also con- 
ve 3 *ed to them in order to secure the completion of the road and 
consequent valuable drainage of lands, and appointed James H. 
Howard, presiding justice, as commissioner for the county to make 
a contract turning over the stock and executing the grants of land 
provided for in the amendment to the articles of incorporation. 

On October 12, 1875, the court approved the execution of a con¬ 
tract providing for the construction of the road by the West Prairie 
and the conveyance of the lands without cost to the company. This 
contract provided that the proceeds of lands disposed of prior to the 
completion of the road were to be placed in the hands of a trustee 
and used to pay the cost of construction and draining the land, and 
no lands were to be sold for any other purpose. Janies II. Howiu'd, 
the presiding justice and commissioner for the county, was also 
treasurer of the West Prairie, and was ajipointed trustee of the land. 

On Octolier 12, 1875, the count}’ of New Madrid deeded to the 
West Prairie 75,620 acres of land. Upon completion of the road, 
and pa\’ment of $10,000 to the estate of Luke Byrne and other 
parties for expenditures, the county was to ennvey to the West Prairie 
certain other lands. On Ma}’ 3, 1876, the county of New Madrid 
conveyed by deed to the West Prairie 25,400 acres of land, and on 
September 8, 1876, an additional, 7,040 acres were deeded to the 
West Prairie, making a grand total of 108,060 acres conveyed under 
the terms of the contract of October 12, 1875, and the articles of 
incorporation. 

The West Prairie apparently disposed of 38,020 acres of land, as 
on September 7, 1876, the remaining 70,040 acres were deeded, to¬ 
gether with all other property, including road bed and right-of-way, 
to the Little River, which had been incoiq^orated to take over this 
property. 

152 It is not possible to ascertain how much money was ex¬ 
pended in the construction of the road. 

The authorized capital stock of the West Prairie was $30,000, 
consisting of 1,200 shares of the par value of $25 each. 
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The Arkansas & Southern Railway Company. 

This company, hereinafter called the Southern, was incorporated 
February 17, 1887, under the laws of Arkansas, in the interest of 
the Arkansas. 

With the exception of a minute book, covering about half of the 
year 1887, no accounting records of value are obtainable. The 
authorized capital stock of the Southern was $910,000, of which 
$70,000 was subscribed for, principally by S. W. Fordyce and R. 
C. Kerens, officials of the Arkansas. 

The Southern was incorporated solely for the purpose of enabling 
the Arkansas to acquire the rights and franchises whicli had beeii 
granted other companies in Arkansas and Louisiana. In the exe¬ 
cution of this plan the first Arkansas company, as hereinbefore ex¬ 
plained, on August 4, 1887, sold that part of its railroad located in 
Arkansas to the Southern, subject to existing mortgages, for one 
dollar and other good and valuable considerations. On August 
13, 1887, the Southern acquired the rights and franchises of the 
Shreveport and Arkansas River Railway Company, and on August 
15, 1887, also acquired the rights and franchises of the Little Rock 
and Eastern Railway Company; the consideration in each case being 
one dollar and other good and valuable considerations. Finally, 
on August 18, 1887. the Southern consolidated with the first Ar¬ 
kansas company to form the second Arkansas company under the 
laws of the states of Arkansas and Missouri. Although the two 
Arkansas companies were legally separate and distinct, the accounts 
of the first were continued as the accounts of the second, so that from 
an economic and accounting standpoint they may be regarded as one 
company. 

Records of the Arkansas disclose that $70,000 of its capital stock 
was exchanged for an equal amount of the capital stock of the 
Southern. 

The proposed construction w*ork of the companies acquired was 
done by the Arkansas in 1888, as related in the report on that com¬ 
pany. 


The Little Rock and Eastern Railway Company. 

This company, hereinafter called the Little Rock, was incor- 
ported February 17, 1887, under the laws of Arkansas, in the in¬ 
terest of the Southern, for the purpose of constructing a line of 
road from Altheimer, Ark., to Argenta, Ark., a distance of approxi¬ 
mately 41 miles. 

AVith the exception of a minute book for about half of the year 
1887, no accounting records of value are obtainable, Tlio 
153 authorized capital stock was $650,000, of which $50,000 was 
subscribed for, principally by S'. W. Fordyce and R. C. Ker¬ 
ens, officials of the Arkansas. 

On August 15, 1887, before any construction work was done by 
the Little Rock, its rights and franchises were conveyed to the 
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Southern “for one dollar and other good and valuable consider¬ 
ations.’^ 

The proposed line from Altheiiner, Ark., to Argenta, Ark., was 
constructed in 1888 hy the Arkansas (successor to the Southern) 
as its Little Kock branch. 

The Shreveport and Arkansas Railway Company. 

This company was incorporated May 18, 1887, under the laws of 
Louisiana, in the interest of the Southern, for the puqDose of con¬ 
structing a line of road from Shreveport, La., to the Arkansas state 
line, in the direction of Lewisville, Ark. 

No accounting records of this company were found. A copy of 
the articles of incorporation disclosed an authorized capital stock of 
$500,000. Just how much, if any, of this stock was subscribed for, 
c^n not be ascertained. 

On August 13, 1887, before any construction work was done by 
the Shreveport and Arkansas Railway Company, its rights and fran¬ 
chises were conveyed to the Southern for one dollar and other good 
and valuable consideration. 

The proposed line from Lewisville, Ark., to Shreveport, La., ap¬ 
proximately sixty miles, was constructed in 1888 by the Arkansas 
(successor to the Southern) as its Shreveport branch. 

The St. Louis, Arkansas and Texas Terminal Railway Company. 

This company was incorporated May 1, 1888, under the laws of 
Missouri, in the interest of the Arkansas, for the purpose of construct¬ 
ing a line of road from Malden, Mo., in a northerly direction, to a 
point on the Mississippi River opposite Grand Tower, 111., a distance 
of about ninety miles. 

With the exception of a minute book covering the brief period of 
the company’s coq:)orate existence, no accounting records are obtain¬ 
able. The authorized capital stock was $900,000, of which $90,000 
was subscribed for, principally by S. W. Fordyce and R. C. Kerens, 
oflicials of the Arkansas. 

The plans of the promoters involve<l the construction of a bridge 
acro.ss the Mississippi River at Grand Tower, Ill., and the extension 
of the line to St. Louis, Mo., through the incorporation of other com¬ 
panies. However, on August lo, 1888, before any actual con.struc- 
tion work was performed, the rights and franchises of the St. Louis, 
Arkansas and Texas Terminal Railway Company were conveyed to 
the Arkanjsas “for one dollar and other good and valuable considera¬ 
tions.” The Arkansas then constructed a branch from Malden, Mo., 
to Delta, Mo., about 52 miles long, under the rights so acquired. 

154 Stuttgart and Arkansas River Railroad Company. 

Tills company was incorporated November 21, 1881, under the 
laws of Arkansas, for the purpose of constructing a railroad from a 
point near Stuttgart, in Arkansas County, Ark., to a point at or near 
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Arkansas Post, on the Arkansas River. Its line, which extended 
from Stuttgart to Gillett, Ark., was constructed as follows: 


1888—Stuttgart, Ark., to De Witt, Ark., about. 22 miles 

1892—De Witt, Ark., to Gillett, Ark., about. 13 miles 

Total, about. 35 miles. 


S. W. Fordycc was appointed receiver of the property February 27, 
1893, and operated the road to May, 1894, when he was discharged. 
In August, 1895, he was again appointed receiver, and operated the 
property to January 3, 1901, when it was sold at foreclosure sale to 
the carrier for $45,030. 

No accounting records of the Stuttgart and Arkansas River Rail¬ 
road Company are obtainable; therefore no facts relative to capitali¬ 
zation or cost of property can be given. 

155 Exiiidit 2 to Petition. 

67096. Law. 

Valuation Reports of the Interstate Commerce Commission. 

[Filed Oct. 25, 1922.] 

Valuation Docket No. 2. 

Texas Midland Railroad. 

Submitted December 14, 1917. Decided July 31, 1918. 

1. The valuation amendment, section 19a of the act to regulate com¬ 

merce, authorizes the Commission to find a single sum as the 
value of the common carrier property for purposes under the 
act to regulate commerce; and the Commission will ultimately 
make such finding as to the property of each carrier, sup¬ 
plementing tentative valuations already made in which a 
single sum is not stated by such findings. 

2. In the instant case, findings as to underlying facta arc made, 

with leave to the jiarties to apply to be heard as to what sum 
based thereon shall be stated as the value of the property 
held for the purposes of a common carrier; otherwise the 
Commission will in coui*sc state its conclusions and complete 
the final valuation. 

3. Methods employed in ascertaining the several cost values analyzed 

and stated. Upon the finding of a single sum as value, 
further appropriate analysis of the methods and reasons for 
the differences, if any, will he presented. 

4. Original cost to date, which generally can not be ascertained 

from accounting records alone, will be reported as fully as 
possible from the best available evidence in each particular 
case. When the original cost of portions of the common- 
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carrier property, but not of the whole, can be stated, the 
ascertained facts will be reported; when the cost of no portion 
of the property can be identified, the carrier’s investment 
account will be shown. Estimates will be resorted to, within 
comparatively narrow limits, as to minor portions of the 
property, the cost of which can not bo ascertained from 
records. 

5. In requiring a report as to the original cost to date of “each piece 

of property” owned or used by a carrier, the act can not be 
narrowly construed. A reasonal)le construction requires that 
original cost should be reported in all reasonable detail, and 
the words refer to various sections of the railroad, rather 
than the individual tics, rails, and similar elements. 

6. Findings of original cost to date will be supplemented in each 

case by a full statement of the financial history of the carrier 
which shows the maximum amount of money which was put 
into the property. 

/. The maximum amount which could have been invested by the 
carrier, its predecessor, or others, ascertained and stated in 
the instant case as representing tlie outside limit of original 
cost of the property of the respondent to date of valuation. 
156 

8. Cost of reproduction new of the common-carrier property ascer¬ 

tained and stated, upon the assumed basis of the nonexistence 
of the railroad while all other conditions in the same terri¬ 
tory were taken as existent on valuation date, that the most 
practicable and economical construction program is em¬ 
ployed, and that to an inventory of items making up the 
physical property, shall be applied cost prices fairly repre¬ 
sentative of conditions on valuation date, with the addition 
of the estimated cost of placing the items in position as of 
valuation date, and including certain overhead charges. 

9. In ascertaining the cost of reproduction new the Commission is 

not to ignore expenses which would be incurred by reason of 
the fact that the physical plant, other than land, would have 
to be built, and is not limited merely to the reporting of an 
inventory value. 

10. The assumption of present conditions of the existing property, 

rather than of the original construction conditions, is ap¬ 
plied in determining questions raised by the protest as to 
particular accounts in the estimate of cost of reproduction 
new. 

11. Industrial tracks arc those which the carrier has not an unre¬ 

stricted right to use in serving the public, but which it is 
obligated to use instead, exclusively or preferentially, in scry¬ 
ing a particular industry or certain industries. In the cost 
of reproduction new estimate- are included such portions of 
industry tracks as the carrier has a right to remove if it should 
discontinue the service, or as were in fact paid for by the 
carrier in original construction. Industry tracks constructed 
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at the expense of the industry and owned by it are not in¬ 
cluded in the cost of reproduction new. 

12. The words in the valuation act *‘uscd by said carrier for its 

purposes as a connnon carrier’^ can not be construed as in¬ 
cluding property not owned by the carrier where the ase of 
it is only incidental and at the request and for the peculiar 
benefit of the owner. 

13. Under the assumption of present conditions, topographical and 

otherwise, in determining the cost of reproduction new, sums 
expended by the carrier in tlie past for assessments for public 
improvements will not be included unless the improvement 
for which the assessment was made is located on the right of 
way or so closely connected therewith that it would be wiped 
out if the railroad were removed. Sums actually expended 
for such improvements are reported in original cost to date 
when such a figure can be ascertained. 

14. The rule stated as to the inventorying of property used by a 

carrier for common-carrier purposes, but which is owned (1) 
by other common carriers, or (2) by parties other than a com¬ 
mon carrier; and of property which is used jointly with 
other carriers for common-carrier purposes. 

15. No allowance made in the estimate of cost of reproduction new 

for contingencies as such; but the quantities and prices em¬ 
ployed reflect various construction contingencies and fairly 
represent the amount of money necessary to reproduce the 
identical property. 

16. The percentage plan of .stating engineering in the cost of repro¬ 

duction new is adojitod. In stating the cost of reproduction 
new by the percentage method engineering should be com¬ 
puted on the amount of the investment in the road accounts, 
exclusive of engineering and land. 

17. The percentage method of estimating general expenditures, other 

than interest during construction, is adopted in determining 
the cost of reproduction new, and the percentage adopted in 
the present case is applied to the road accounts, exclusive of 
land. 

157 

18. In estimating interest during construction, for the purpose of 

stating the cost of reproduction new, it has been assumed that 
the credit available is good and uniformly the same and that 
money is obtainable at the same rate of interest and supplies 
can be purchased at equally advantageous prices; 6 per cent 
per annum is assumed as the interest rate and is taken as 
covering the cost of obtaining money. 

19. The period used in determining interest during construction in 

estimating the cost of reproduction new is taken at one-half 
of the estimated construction period required for reproduc¬ 
tion, plus three months, as to road and general expenditures; 
and at three months for equipment. 
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20. Materials and supplies and cash on hand are not included in 

the estimate of cost of reproduction new; but the amounts on 
hand, as shown by the carrier’s inventory and its general 
balance sheet, are stated in the tentative and final valuation. 

21. In estimating cost of reproduction new, the property to be re¬ 

produced is taken as the existing property as it was when put 
into its present service; and if secondhand materials were 
used, the cost of reproduction new is estimated for the same 
kind of materials in the same condition as when installed. 

22. The protest of the carrier with respect to the unit prices em¬ 

ployed in the estimate of cost of reproduction considered, and 
various modifications made as to the prices applied to par¬ 
ticular classes of material and labor. 

23. In estimating the cost of reproduction less depreciation, de¬ 

preciation has been treated as covering the lessening in the 
number of units of capacity for service as compared with 
those existing in the same elements when installed; and upon 
ascertaining what part of the remaining capacity for service 
remains, the depreciation which has already accrued is sub¬ 
tracted from the cost of reproduction new and the remainder 
is given as the cost of reproduction less depreciation. Due 
consideration is given to existing salvage or scrap value. De¬ 
preciation is not taken merely as the equivalent of deferred 
maintenance or loss of service efficiency. The tentative re¬ 
port herein is corrected as to the service life of certain species 
of properties. 

24. In estimating the cost of reproduction new, as a telegraph line 

is necessary in the conduct of the business of a carrier, it is 
assumed that the carrier would equip itself with such facility 
in the same manner that it did originally, and would be 
obliged to perform the same amount of work in the theoret¬ 
ical reproduction of the property as it did in the original con¬ 
struction, although a portion of the line was, by agreement, 
put in the exclusive use of a telegraph company, and the title 
to the line is in the telegraph company. 

25. Tlie present value of tlie lands owned or used for common-car¬ 

rier purposes is stated by ascertaining the number of acres 
and multiplying this acreage by a market value determined 
from the present fair average market value of similar adjacent 
and adjoining lands, due allowance being made for any 
special value which may attach by reason of the peculiar 
adaptability of the land to railroad use; but nothing addi¬ 
tional is added for the expense of acquisition, for severance 
damages, for engineering, and for interest during construc¬ 
tion. For reasons stated, the reproduction cost of carrier 
lands, and the present cost of condemnation and damages, 
or of purchase, of a carrier’s lands, are not estimated. 

158 

26. When a street or alley in a municipality has been vacated and 

the carrier uses the land exclusively for common-carrier pur- 
ll__3962a 
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poses, the original cost of the land to the carrier, if ascertain¬ 
able, and its present value, will be included in the inventory 
as land owned by. the carrier, unless it affirmatively appears 
the carrier does not own it. 

27. Where a street or alley in a municipality is used as such by the 

public, and is also used by the carrier for its common-carrier 
purposes, along or across the same, no part thereof will be 
inventoried as land owned by the carrier unless it affirm¬ 
atively appears that the carrier owns it. 

28. Where a highway outside of a municipality is used as such by 

the public, and is also used by the carrier for its common- 
carrier purposes, along or across the same, the land jointly 
used, together with its original-cost, if ascertaininable, and 
its present value will be inventoried as land owned by the 
carrier unless it affirmatively appears that the carrier does 
not own it. 

29. While the valuation act evidently intends to require a statement 

of all the cost values, and other circumstances which might 
bear upon the value of the property, at least for rate-making 
purposes, and appreciation is a fact which may affect the 
final value of the property, the record herein does not warrant 
any definite finding either as to the cost or value of such 
appreciation as has resulted from maintenance, operation, 
and the effects of time upon the roadbed. 

30. The finding in the tentative valuation that “no other values or 

elements of value were found to exist” is approved upon the 
record in the instant case, in the light of the fact that in the 
cost of reproduction new and the cost of reproduction less 
depreciation figures requisite consideration was given to the 
fact that the property constitutes a railroad and was doing 
business, and is not merely an aggregate of materials. 

31. Findings and order made as to basic facts in the final valuation 

of the carrier, to be supplemented by further appropriate 
finding and order with respect to the value of the property 
used for common-carrier purposes. 

Pierce Butler and Leslie Craven for Texas Midland Railroad. 

Charles E. Elmquist for Valuation Committee, National Associa¬ 
tion of Railway and Utilities Commissioners; Henry C. Flannery for 
Minnesota Railroad & Warehouse Commission; A. E. Helm for Pub¬ 
lic Utilities Commission of Kansas; and Luther Nickels for Railroad 
Commission of Texas. 

Glenn E. Plumb for Brotherhood of Locomotive Engineer.^, 
Brotherhood of Locomotive Firemen and Enginemen, Order of Rail¬ 
way Conductors, and Brotherhood of Railroad Trainmen. 

Rush Taggart for Western Union Telegraph Company. 

Charles A. Prouty, Director, P. J. Farrell, Solicitor, and C. F. 
Newman, Valuation Attorney, for Bureau of Valuation. 
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Report of the Commission, 

By the Commission : 

The tentative valuation of the Texas Midland Railroad, herein¬ 
after referred to as the carrier, was the first which was served under 
the amendment of March 1, 1913, to the act to regulate com- 
159 merce, “providing for a valuation of the several classes of 
property of carriers subject thereto and securing information 
concerning their stocks, bonds, and other securities,” hereinafter re¬ 
ferred to as the act. In accordance with the provisions of the act, 
a copy of the tentative valuation of the property of the carrier was 
served on October 21, 1916, upon the Attorney General of the 
United States, the governor of Texas, the Texas Midland Railroad, 
and the Railroad Commission of Texas. These parties, under the 
provisions of the act, were allowed 30 days within which to file pro¬ 
tests against the tentative valuation. The governor of Texas and the 
Railroad Commission of Texas jointly protested in 2 particulars, 
and the carrier in 27 particulars. 

Together with its protest the carrier submitted a motion praying 
that all further proceedings be stayed and postponed until the ten¬ 
tative valuation required by law shall have been made and reported, 
it being contended that the tentative valuation theretofore served 
was insufficient. However, we proceeded with a hearing upon the 
merits of the protests which had been filed, and the motion is 
overruled. 

Hearings were held before our examiners, and to some extent 
before us, which consumed 51 days, and accumulated a record of 
8,224 pages. Ten briefs were filed on behalf of the carrier, the 
valuation committee of the National Association of Railway and* 
Utilities Commissioners, the brotherhoods of railroad employees, the 
Western Union Telegraph Company, and the bureau of valuation of 
the Commission, respectively, which aggregated 2,419 pages. Other 
briefs dealing with the methods to be pursued in valuation work 
have been filed. In addition to these hearings, questions relating to 
the application of general principles underlying valuation work were 
orally argued before us for four days, .and questions as to specific 
facts concerning the value of lands owned or used by the carrier were, 
by mutual agreement of the parties, argued before the solicitor of 
the bureau of valuation and a member of the advisory board. 

From this statement of the course of this proceeding it is obvious 
that every opportunity has been afforded interested parties to bring 
to our attention facts and views pertaining to the valuation of the 
property of this carrier. We will now consider the protests. 

Shall a Single Sum Be Found as the Value of the Property? 

Does the act require or authorize the Commission to find and re¬ 
port a single sum as the value of the property owned or used for 
common-carrier purposes? The carriers insist that it does so 
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require and that a tentative valuation which does not include 
160 a finding of a single sum as the value of such property is not 

lawful. Other parties to the proceedings are equally insist¬ 
ent that the act does not permit finding a single sum as the value 
of the common-carrier property. The act clearly distinguishes 
such property from that held for purposes other than those 
of a common carrier; and the requirement that as to the latter class 
of property’ the original cost and present value shall be stated is met 
in the tentative valuation. 

The act does not specify any purpose for which a value is to be 
found or to which the valuation is to be put, except as it provides that 
all valuations by the Commission shall be prima facie evidence of 
the value of the por|»erty in all proceedings under the act to regulate 
commerce, in all judicial proceedings for the enforcement of that act, 
and in judicial proceedings brought to enjoin, set aside, annul or 
suspend, in whole or in part, any order of the Commission. While it 
may be questioned whether or not the act requires the finding of a 
single sum as the value of the property, we arc of the opinion that it 
authorizes the finding of such value for purposes under the act to 
regulate commerce, and it is our purpose ultimately to make such 
finding as to each property. Tentative valuations in which a single 
sum as the value of the property is not stated will in due course be 
supplemented by such finding and a final valuation, including a 
single sum as the value of the property, will be duly issued. 

Although we have determined that eventually a final value will be 
fixed herein, it does not follow that in this ca.se the proceedings had 
under the tentative valuation served will go for naught or need be 
repeated, merely because the tentative valuation scrvr<l at the outset 
stated no single sum as the value of the property. We have an ad¬ 
ministrative function, partly judicial in character, and the essential 
thing is that all concerned shall be apprisc<l of the nature of the 
proceeding and shall be fully heard as to their claims. In this case 
the carrier has protested the failure to state a single sum as value, 
but neither the Attorney General of the United States, the state 
authoritis of the state of Texas, or any other appearing party, has 
questioned what has been done in that regard. All of the basic facts 
upon which a judgment is to be formed as to the sum to be found as 
value for the purposes of the act to regulate commerce are before us, 
and the issues as to them are wholly independent of wdiat shall be 
deduced from them. The carrier has been heard fully upon these 
basic facts, and has, by its active participation, assisted materially 
in developing a record such as to enable us to make full findings. 
Tlie record herein is extremely voluminous, and ha.s required the 
expenditure of great sums by the Government, the carrier, and the 
other appearing parties. Everyone has been heard fullv, in fact, 
exhaustively. There remains for us but the one step of 
161 deducing from the facts stated the sum we are to find for such 
purposes. The carrier has stated its views upon this ques¬ 
tion in oral argument and has fortified its oral argument by written 
briefs, in which it has fully set forth its claim, that in the instant 
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case reproduction cost new is the sum which is to be stated as value, 
both for the purposes of the act to regulate commerce and for all 
other purposes. Tlie other parties appearing have been heiurd upon 
the same general question, and have each stated their theories as to 
how the value for rate purposes is to he deduced from the basic facts. 

Under the circumstances of the instant case full justice will be 
done if the findings made as to underlying facts stand, with leave 
to the carrier and other parties to apply to be heard upon the unde¬ 
termined question as to what sum shall be stated. Otherwise we 
shall state our conclusion in due course and complete the final val¬ 
uation of the carrier. 


Analysis of Methods. 


The carrier protests that the tentative valuation does not contain 
an analysis of the methods by which the (1) cost of reproduction 
new, cost of reproduction less depreciation, (2) original cost and pres¬ 
ent value of property held for purposes other than those of a com¬ 
mon carrier, and (3) absence of “otlier values and elements of value” 
were obtained, and the reason for the differences in each case. It 
contends that the analysis of methods, and statement of the reasons 


for differences mentioned in the latter portion of the paragraph en¬ 
titled ‘‘First” and in the paragraph entitled “Third,” should ac¬ 


company and be made a part of the tentative valuation. 

An analysis of the methods employed in ascertaining the several 
cost values is presented in Appendix 3 to this report, which, by refer¬ 
ence, may be made a part of subsequent tentative valuations. When 
a finding as to a single sum value of the property is announced, such 
analysis of the methods by which it is arrived at and the reasons for 
the differences, if any, as is appropriate, will be presented. 


Original Cost to Date. 

In the tentative valuation it was stated that the “original cost of 
road could not be found.” Figures purporting to show original cost 
of equipment and land were, however, reported. The coqiorate 
and financial history of the carrier, together with a statement of its 
gross and net earnings from the time it began operations to valua¬ 
tion date, has also been incorporated. From the tentative valuation 
it is possible to ascertain the amount of money which has been ex¬ 
pended in the property as accurately as the records of the 
102 carrier permit. Since the ser\uce of the tentative valuation 
certain other sources of information have been made available 
to us and made of record, which now permit a statement to be 
made of at least the maximum original cost. 

The carrier in its protest states that the tentative valuation “does 
not disclose, nor can there be determined therefrom, the true original 
cost to date of all porperty owned or used by the carrier for its-pur¬ 
poses as a common carrier.” No evidence, however, was submitted 
by the carrier upon this point. The governor and Railroad Com- 
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mission of Texas protested the omission to find original cost to date 
and introduced evidence as to certain costs. 

The act requires us to ascertain original cost to date. This is a 
fact of prime importance. Every effort is being made to secure this 
information. The experience of the bureau indicates that in most 
cases it will be impossible to report original cost to date from 
accounting records alone. 

Original cost to data will be reported as fully as it can be ascer¬ 
tained from the best evidence which is practically available in each 
particular case, and which seems to us to cany weight as establishing 
the fact called for by Congress. If it is not possible to show original 
cost to date for all of the carrier property, but it can be ascertained 
for a portion of the property, that fact will be reported. In the 
event that it is impossible to identify the cost of any portion of the 
property, the total amount on the books of the carrier properly as¬ 
signed to the road and equipment account will be shown, with an 
explanation that the authenticity of the amount can not be verified. 
Whenever the original cost of the greater portion of the property can 
be ascertained, and as to minor parts can not be ascertained from 
records, we shall within comparatively narrow limits estimate the 
original cost of such minor portions so as to show original cost of 
the whole property as closely as may be, and the maximum limit, 
stating fully the method pursued. 

The act requires us to ascertain and report the original cost to 
date ‘‘in detail as to each piece of properly owned or used” by a 
common carrier, but does not define “each piece of property.” If 
this requirement is narrowly construed, it means that we are obliged 
to ascertain and report the original cost of every tie, rail, etc., which 
would be impossible because the identity of ties, rails, and similar 
objects can not be determined. Clearly, this language is not to be 
literally and strictly applied. It is to be given a reasonable and 
sensible construction. What Congre^ss apparently meant by ‘‘each 
piece of property” was that original cost in all reasonable detail 
should be reported. As a practical matter the words may be taken 
as referring to various sections of the railroad, made up of 
163 many species of physical articles. So far as identification is 
possible an effort has I'een made to ascertain the original cost 
of railroad property by sections, divisions, or other portions. 

Our findings as to original cost will be supplemented by a full 
statement of the financial histor\" of the road, including the isvsuance 
of securities. These facts, it is believed, will show the maximum 
amount of money which could have been put into the property, and 
there will thus be a reasonable and substantial compliance with the 
act. 

In the instant case we are able to give a figure which clearly rep¬ 
resents, within reasonably close limits of accuracy, the maximum 
amount of money which this carrier, its predecessor, or any other 
person or persons, invested in the property, as representing the maxi¬ 
mum original cost to date thereof. In Exhibit A to Appendix 2 
this sum, $2,892,360.94, is classified by the primary accounts carried 
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in our system of accounts for investment in road and equipment of 
steam roads. 

Railroads now generally represent the results of the merger and 
consolidation of separate organizations. In many instances of pur¬ 
chase the records and account books of the original companies were 
withheld in the transfer of the property and now can not be located; 
in other instances the records have been destroyed. So as to a 
majority of the older railroads now a part of present organizations 
no books of account relating to original construction can be found. 

This Commission was created in 1887. Some railroads had then 
been in existence for about 50 years. While the Commission had 
considered uniform methods of railroad accounting before 1897, it 
was not until that year that any official announcement was made 
regarding the subject. On August 23, 1897, the Commission issued 
a bulletin entitled “Classification of Construction Expenses.” This 
bulletin contained what the Commission considered proper items 
to be charged as construction expenses, and recommended that the 
methods tlierein set forth be followed by all of the steam roads in 
the United States. The bulletin was merely suggestive in character, 
for at that time the Commission had no power to enforce its ob- 
serv^ance. 

By the amendment to the act to regulate commerce of June 29, 
1906, we were given power to prescribe and enforce a uniform system 
of accounts. On July 1, 1907, a bulletin entitled “Classification of 
Expenditures for Road and Equipment” for steam carriers was is¬ 
sued. There was no legal requirement for uniformity in railroad 
accounting prior to July 1, 1907. The administrative suggestions 
made in the 1897 bulletin were not generally complied with, 
164 and prior to July 1, 1907, the books of carriers were kept 
in the manner most convenient to themselves. The method 
of treatment of construction expenses, as now embraced in the road 
and equipment accounts, was different with different companies, so 
that, generally, the results shown in the road and equipment ac¬ 
counts to-day do not set forth correctly or adequately the cost of 
constniction of the different parts of the railroad. 

This condition was found by our accounting force on the Texas 
Midland Railroad. When the bureau realized that it was impossi¬ 
ble to obtain accurate infoinnation from the books of the company 
concerning original cost to date, it reconstnicted the accounts upon 
what it believed to be a proper basis. To accomplish this it was 
necessary to examine every voucher which had been issued by the 
carrier for the payment of money since 1893, the date when its opera¬ 
tions began. 

The nucleus of the Texas Midland was a portion of the Texas 
Central Railway, 52 miles long, known as the Northeastern branch. 
This began operations in 1882; and, while the books of account con¬ 
cerning it were located later, and the substance of them has been 
made of record herein, it has been impossible to find the vouchers 
for the payment of the money during the actual construction of that 
piece of road. Difficulties arose in the examination of subsequent 
vouchers of the Texas Midland Railroad, For instance, on vouchers 
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which had been indorsed ^^construction’* the word ‘‘construction** 
had been crossed out and the words “operating expenses” substituted, 
and the amount charged to operating expenses. Other vouchers 
marked “construction” were charged directly to operating expenses. 
In still other instances appaient property costs were charged into the 
reserve account. Vouchers for materials entering into bridges were 
found, but nothing to indicate the bridge into which the material 
was placed. AVith reference to road and equipment account 
an amount aggregating $185,000 was found in oi)erating expenses; 
an amount aggregating $450,000 in income account; an amount 
aggregating $27,000 in suspense account; an amount of approxi¬ 
mately $500 in miscellaneous income account; and a credit of ap¬ 
proximately $100 in miscellaneous revenues account. Instances of 
this character could 1 e multiplied, but the above sulhciently show 
why it is impossible to determine precisely the amount of money 
which has been spent in the production of the carrier’s property, 
and which is a proper charge to road and equipment. The work 
of reconstructing the accounts from the vouchers was done with as 
much accuracy as possible. 

Although it is known that a small portion of the Northeastern 
branch, 1.93 miles, has been discontinued, no credit has been 
1G5 entered in the road and equipment account of the Texas 
Midland because of this abandonment. The accounting rules 
of the Commission require that in case the value of any item of 
property retired is not shown separately in the ledger, the ledger 
value of that item which should be credited to the road and equip¬ 
ment account shall be its proportionate share of the value of the 
entire group in wliich the particular property is located. Upon a 
mileage prorate of the total cost of the Northeastern branch as shown 
by the books of account of the Texas Central the proportionate 
share to be credited to the road and equipment account because of 
tlio abandonment of the 1.93 miles would be $20,426.52. The aban¬ 
donment occurred in 1896. In 1894, the Railroad Commission of 
Texas, pui*suant to the requirements of the state statute, made an 
estimate of the cost of the Northeastern branch, which was sened 
upon the Texas Central by the Texas commission and to which no 
exception was taken. From the detail sheets of this estimate, made 
of record lierein, it appears that the estimated cost of the 1.93 miles 
was $19,277.54. The latter estimate probably more nearly repre¬ 
sents the proportionate share of the abandoned line, and may fairly 
be taken as an offset to the maximum original cost figure shown, 
$2,911,638.48, so that the remainder, $2,892,360.94, can be reason¬ 
ably stated as the maximum of original cost for the present road 
and equipment, lands included. 

Cost of Reproduction New. 

In complying with the requirement of the act that “the Commis¬ 
sion shall ascertain and report in detail ♦ ♦ * the cost of repro¬ 

duction new” of each piece of property owned or used by a common 
carrier for common-can-ier purposes, we have proceeded ui)on the 
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theory that the property under valuation is nonexistent. In the 
tentative valuation in this case we find that the cost of reproduc¬ 
tion new of road and equipment, exclusive of lands, is $3,382,004, ar¬ 
rived at in the following manner: The engineer making the estimate 
assumed that the road was not in existence. All other conditions in 
the territory through which the road runs were taken as they existed 
on valuation date. The engineer then prepared wliat he conceived to 
be the most practicable and economical program for the construction 
of the road. The items which make up the physical property were 
then inventoried and cost prices fairlj’’ representative of conditions 
on valuation date were applied. To the figures thus obtained was 
added the estimated cost of placing the items in position as of valu¬ 
ation date, including certain overhead charges. The result thus ar¬ 
rived at is the cost of reproduction new. 

This method of estimating cost of reproduction new is attacked 
by tlie Minnesota Railroad Sz Warehouse Commission as being 
163 within tlie prohibition announced by the Supreme Court of 
the United States in the Minnesota Rate Cases, 230 U. S., 352. 
It is contended that this decision condemned any cost of reproduc¬ 
tion new ascertained by an assumption of the nonexistence of the 
railroad under valuation wliile at tlie same time assuming the 
existence of cities, industries, and other developments alongside the 
railroad. The following quotation from the decision of the Supreme 
Court above cited, at page 452, is referred to as supporting this con¬ 
tention: 

Moreover, it is manifest that an attempt to estimate what would 
be the actual cost of acquiring the right-of-way, if the railroad were 
not there, is to indulge in mere s]>eeuiation. The railroad has long 
been established; to it have been linked the activities of agriculture, 
industry and trade. Communities have long been dependent upon 
its service, and their growth and development have been conditioned 
upon the facilities it has provided. The uses of property in the 
communities which it serves are to a large degree determined by it. 
The values of property along its line largely dej^end upon its 
existence. It is an integi-al part of the communal life. The as¬ 
sumption of its nonexistence, and at the same time that the values 
that rest upon it remain unchanged, is impossible and can not be 
entertained. The conditions of ownership of the property and the 
amounts which would have to be paid in acquiring the right-of-way, 
supposing the railroad to be removed, are wholly beyond reach of any 
process of rational determination. The eost-of-reproduction method 
is of sendee in ascertaining the present value of the plant, when it is 
reasonably applied and when the cost of reproducing the property 
may be ascertained with a proper degree of certainty. Rut it does 
not justify the acceptance of results which depend upon mere con¬ 
jecture. ♦ ♦ ♦ 

Especial attention is directed by the ^linnesota commission to the 
second last sentence of the above quotation, it being asserted that 
while the court was considering particularly the method used in 
ascertaining the reproduction cost of land, the words “the plant” 
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were used advisedly for the purpose of condemning that particular 
method of securing cost of reproduction new, not only so far as land 
was concerned, but also with respect to all the other property of a 
railroad. 

The Minnesota commission further contends that we have con¬ 
strued the words “cost of reproduction new” too literally; that “cost 
of reproduction new” is in reality a misnomer, and that what should 
be reported is inventoiy value at valuation date. In other words, 
we should ascertain the cost of the railroad property as it stands on 
valuation date without taking into consideration any expense which 
would be incurred bv reason of the fact that it would have to be 
built. By applying this method to the instant case, it is asserted that 
the figure reported by us is too high by at least $630,151, or approxi¬ 
mately 23 per cent. This alleged excess is made up of what are said 
to be improper charges to engineering, grading, bridges, tres- 
167 ties and culverts, ties, rails, other track materials, ballast, 
tracklaying and surfacing, buildings, signals and interlockers, 
other road expenditures, steam locomotives, and general expendi¬ 
tures. It is further claimed that this amount does not cover all ex¬ 
cessive allowances, hut that a complete analysis of the tentative esti¬ 
mate would raise this to at least 33 per cent of the correct present 
cost of reproduction. In the event that we can not accept tlie theory 
as outlined above, the Minnesota commission requests that in the 
valuation which is finally reported these alleged excessive allowances 
bo set out separately so that a correct amount representing cost of 
reproduction new can be stated when the courts have laid down the 
proper principles to apply. 

We can not accept the view of the Minnesota commission that the 
decision of the Supreme Court in the Minnesota Rate Cases, supra, 
condemned the method employed by us in securing cost of repro¬ 
duction new. In our view the language of the court relied on in 
this respect relates to railway rights of way, yards, and terminals, 
and not to railroad property other than land. At page 453 the 
court said: 

* * * The estimates before us, as approved by the master, 

with his increase of 25 per cent in the case of the Duluth property, 
must be taken to be estimates of the “railway value” of the land; and 
whether or not this is conceived of as paid to other ownere upon a 
hypothetical reacquisition of the property is not controlling when we 
come to the substantial question to be decided. 

That question is whether, in determining the fair present value 
of the property of the railroad company as a basis of its charges to 
the public, it is entitled to a valuation of its right-of-way not only 
in excess of the amount invested in it, but also in excess of the mar¬ 
ket value of contiguous and similarly situated property. * * ♦ 

and on page 455: 

Assuming that the company is entitled to a reasonable share in the 
general prosperity of the communities which it serves, and thus to 
attribute to its property an increase in value, still the increase so al- 
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lowed apart from any improvements it may make, can not properly 
extend beyond the fair average of the normal market value of land 
in the vicinity having a similar character. Otherwise we enter the 
realm of mere conjecture. We therefore hold that it was error to 
base the estimates of value of the riglit-of-way, yards and terminals 
up>on the so-called “railway value^’ of the property. The company 
would certainly have no ground of complaint if it were allowed a 
value for these lands equal to the fair average market value of similar 
land in the vicinity, without additions by the use of multipliers, or 
otherwise, to cover hypothetical outlays. The allowances made 
below for a conjectural cost of acquisition and consequential dam¬ 
ages must be disapproved; and, in this view, we also think it was 
error to add to the amount taken as the present value of the lands 
the further sums, calculated on that value, which were embraced in 
the items of “engineering, superintendence, legal expenses,” “con¬ 
tingencies” and “interest during construction.” 

168 On page 456 the court further said: 

The property other than land, as the detailed statement shows, 
embraced all items of construction, including roadbed, bridges, tun¬ 
nels, etc., structures of every sort, and all appliances and equipment. 
The cost of reproduction new was ascertained by reference to the 
prices for such work and property. In view of the range of the 
questions we have been called upon to consider, we shall not extend 
this opinion for the purpose of reviewing this estimate, or of passing 
upon exceptions to various items in it, as their disposition would not 
affect the result. 

Furthermore, it should be stated that in the decisions in Cedar 
Rapids Gas Co. v. Cedar Rapids, 223 U. S., 655, Des Moines Gas Co. 
V. Des Moines, 238 U. S., 153, and other cases, the method pursued 
by us in securing cost of reproduction new was before the Supreme 
Court, and in no instance is there an intimation that the method pur¬ 
sued was unlawful. We do not think, therefore, that the Minnesota 
Rate Cases, supra, can be construed as condemning the Commission’s 
theory in securing cost of reproduction new. Furthermore, so far 
as we know, this basis for reporting cost of reproduction new has 
been universally used ever since the valuation of public utilities has 
been attempted. Cost of reproduction new, as applied to the items 
embraced in the engineering report, must be assumed to mean exactly 
what the words themselves imply, namely, that a railroad actually 
being operated is conceived of as nonexistent and then theoretically 
brought into existence by a succession of steps well known to com¬ 
petent engineers. 

Topographical Conditions. 

It can be readily seen that in reproducing a railroad to-day the 
topography of the surrounding country may be and probably is dif¬ 
ferent from what it was when the railroad was originally constructed. 
The difference in conditions is probably greater in the case of an old 
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railroad than in the case of one recently built. Cultivated lands 
through which the railroad runs to-day may have been part of a 
forest at the time of original construction. Necessarily, therefore, 
the amount of clearing and grubbing which would be performed 
to-day in a theoretical reproduction of a railroad under valuation 
would be considerably less than that which was done in connection 
with original construction. The determination of the question 
whether original or present conditions shall govern in ascertaining 
the estimate to be made in cost of reproduction new is therefore 
important. 

Under ‘‘grading,” which is account No. 3, in cost of reproduction 
new, we have estimated $10,550 for clearing and grubbing, made up 
of 353.63 acres of clearing at $25 per acre and 41.72 acres of grub¬ 
bing at $40 i)cr acre. The quantities employed were esti- 
169 mated according to the extent of timber contiguous to the 
right of way of the carrier on valuation date. The unit prices 
reflect representative contract prices for similar work in the vicinity. 
The carrier insists that the estimate of the cost of rcroduction new 
must include the full amount of clearing and griibljing which was 
done at the time the road was built. It was agreed between the car¬ 
rier and the bureau that the amount of work originally done was 
566 acres of clearing and 133 acres of grubbing, and that, if we 
should decide that original conditions should govern, these figures 
would be substituted for those now contained in the tentative valu¬ 
ation. 

The bureau, in its estmiates of reproduction cost, has in this re¬ 
spect disregarded conditions existing at the time of construction and 
has considered the right of way of the carrier in connection with 
the land which adjoins it on valuation date. For example, if tillage 
land is on either side of the right of way, the right of way is treated 
as similarly- devoid of trees and brush; if a forest adjoins the right 
of way it is assumed that the right of way is a part of the forest with 
a corresponding growth thereon. We approve this method as in¬ 
volving the minimum of conjecture. 

The carrier asserts that in determining cost of reproduction new, 
conditions with respect to population, business capacity, productive¬ 
ness, and property values in the territory served by the railroad shall 
be taken as thev exist on valuation date, but that the historical con- 
struction of the property must be taken into consideration whenever 
a rational engineering program for reproduction would so warrant 
or require. In the case of clearing and grubbing an allowance for 
the work which was done in order to clear the right of way is con¬ 
tended for. The method followed by the bureau and approved by 
us in this case is asserted to be unjust for the reason that the valua¬ 
tion excludes any allowance for damages to crops, gardens, etc., which 
would be incurred by the carrier in securing its right of way and ter¬ 
minal lands under present conditions. Furthermore, it is alleged, 
nothing is included for the cost of removing the buildings which 
were in fact upon the land when acquired, or which, on the basis of 
present conditions, would be on the right of way or terminal lands 
on valuation date. In other words, it is claimed that we are incon- 
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sist^nt in ignoring present conditions in the case of damages to crops, 
for instance, and in considering present conditions in the case of 
clearing and grubbing. 

While the carrier contends that the estimate in this respect is too 
small, the Minnesota commission is of the opinion that it is too great, 
and intimates that clearing and grubbing may be made a source of 
revenue. It points out that a unit cost of approximately $29 per 
acre is applied for clearing and grubbing, against which there 
170 is no offset representing the sale value of the forest products 
removed. It is claimed “it would be a very lean acre, indeed, 
that would not yield twice this allowance or at least $58 per acre in 
merchantable forest products.^’ The record shows that these are lean 
acres. 

As previously stated, we interpret the term “cost of reproduction 
new^’ literally, i. e., the cost of reproducing under present conditions 
the existing property of the carrier without computing deprecia¬ 
tion. The amount of clearing and grubbing which was necessary in 
the original construction is reported in “original cost to date” when 
it can be obtained. There can be no doubt that the building of the 
railroad has added to the value of adjoining land. We are required 
to find the present value of lands in a carrier’s right of way; and such 
present value is measured by the value of adjoining lands. It would 
therefore be improper to allow for clearing and grubbing originally 
done in addition to the benefit derived by the carrier from the in¬ 
crease in the value of adjoining lands. 

If original conditions were to govern, data concerning the work 
done many years ago could not be obtained in many instances. Data 
concerning original conditions could probably be secured in the case 
of recently constructed railroads. The amount reported in the first 
case would be the result of speculation while in the latter it would 
be the statement of a fact. 

Cost of reproduction new is at best an estimate, but as now re- 
por^d by us is derived under the same general rules, and the esti¬ 
mates regarding different properties are comparable in all cases. 

It will undoubtedly happen that in a theoretical reproduction of 
a railroad the right of way at present runs through valuable stand¬ 
ing timber. If the assumption that the right of way is covered 
with the same growth in the same density is correct for the pur¬ 
pose of ascertaining the cost of reproduction of clearing and grub¬ 
bing, it follows that an estimate should also be made of the amount 
of salable products whicli could be derived from such growth and 
the proceeds thereof at prices prevailing in the locality credited 
against the estimated cost of clearing and grubbing. No such offset 
is allowed in this case for the reason that the facts do not warrant it. 

Industrial Tracks. 

In the course of the development of the transportation systems as 
they exist in the United States to-day thousands of so-called indus¬ 
trial tracks have been constructed. These tracks connect the main 
tracks of carriers with particular industries. Over them incoming 
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freight is delivered by the carrier to the industry, and out- 

171 going freight is delivered by the industry to the carrier. 

Generally industrial tracks are used exclusively by the par¬ 
ticular industry for whose benefit they were built, but in some in¬ 
stances industry tracks are also used by others. It is safe to say, 
however, that a large percentage of the traffic moved over industrial 
tracks is for the industry or industries located thereon and for whose 
benefit the tracks were originally constructed. 

Industrial tracks have generally been constructed in accordance 
with contracts between the industry and the carrier, and the con¬ 
siderations of the contracts have varied greatly. In most instances 
the industry pays a portion of the entire expense of constructing the 
track, including the cost of the land and materials used. 

We have defined an industrial track in Valuation Order No. 12 as 
a “track w'hich the carrier has not an unrestricted right to use in 
ser\’ing the general public, but which it has obligated itself to use 
instead exclusively, or preferentially, in serving a particular indus¬ 
try or certain industries.’^ In cost of reproduction new the inventory 
of the carrier includes such portions of an industry track as it would 
have a right to remove if it should discontinue the service, except 
that we always include in the carrier’s inventory the estimated cost 
of reproducing any item of property in the industrial track w’hich 
was in fact paid for by the carrier in original construction. In 
determining the portions of the track which the carrier w’ould have 
a right to remove in case of reproduction if the service were discon¬ 
tinued, we assume that reproduction would take place under a con¬ 
tract identical with that covering original construction. Where the 
carrier has procured the right of way and constructed the track at 
its own expense, both are inventoried to it. If the industry con¬ 
structed the track at its expense and owns it, nothing is allowed to the 
carrier in cost of reprocluction new. Where the carrier and the 
industry have both contributed, which is the usual case, the car¬ 
rier is credited with an amount covering the estimated cost of re¬ 
producing that which it did produce. If the industry has paid for 
the items of property making up the track, but has given the carrier 
the right by contract to remove the track, etc., credit is given to 
the carrier for the reproduction cost of such property. In the case 
of land nothing is allowed the carrier if the land is owned by the 
industry. When, however, the carrier does not own the land, grad¬ 
ing and other permanent structures are inventoried as above de¬ 
scribed. In other words, the carrier is limited to its interest in the 
industrial track. 

In the instant case, however, the carrier contends that any such 

treatment of industrial tracks is erroneous and in violation of 

172 the act. It contends that the act requires us to report the 

cost of reproduction new of “all the property owned or used,” 

and, in the case of lands, the original cost and present value of “all 
lands, rights of way, and terminals owned or used.” It is asserted 
that since the carrier unquestionably uses these industrial tracks it 
is our duty to include them in cost of reproduction new and report 
the present value of the land contained in the right of way. The 
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matter of title to the land and tracks, it is claimed, can not be in¬ 
quired into in view of the wording of the act. 

Certainly such a figure would not be accepted by the carrier as an 
element to be considered in arriving at a value for taxation purposes, 
since the amount would embrace property which it did not own. 
The use of such a figure would be equally without justification for 
purchase purposes, for the reason that a carrier could not convey 
title to property which it used but did not own. The same objection 
would apply to the use of the figure for capitalization purposes. 
While for rate-making purposes it may be proper to consider the 
value of the property used, a figure reported in the manner contended 
for might include more property than was being used by the carrier 
whose rates were being adjusted, for the reason that the carrier might 
not be operating all of the property which it owned. 

^ That the policy pursued by us regarding industrial tracks is en- 
eirely fair to the carrier can not be questioned. The carrier is not 
only credited with the amount of money which it is estimated would 
be the cost of reproducing that which it did produce, but in addition 
thereto is considered the owner of materials going into the tracks, 
even though such materials were paid for by the industry, when the 
right of removal on discontinuance of the service can be shown. 

Our view that the cost of industrial tracks would not be paid for 
entirely by the carrier is certainly not inconsistent with the history 
of the construction of such tracks in the past. This being true the 
logical assumption, it would seem to us, in estimating cost of repro¬ 
duction new, is that the industrial tracks would be constructed under 
the same conditions as now subsisting in the contractual relations 
between the carrier and the industries sensed by these tracks. That 
a carrier should not receive credit in cost of reproduction new for 
any part of its property which it would not be obliged to pay for is 
equitable. This doctrine has received approval in Appleton Water¬ 
works Co. v. B. R. Com. of Wis., 154 Wis., 121. This case involved 
an order of the Railroad Commission of Wisconsin, fixing the value 
of the property of the water company at $255,000, and directing the 
city of Appleton to pay that amount to the water company as the 
purchase price of its plant. Among the elements considered by the 
Wisconsin commission in determining the value of the prop- 
173 erty were cost of reproduction new and present physical value, 
based on cost. As the first figure the commission reported 
$252,091 and as the latter $242,127. In arriving at cost of repro¬ 
duction new the commission omitted an allowance for excavating 
and filling trenches in which to lay 252 service pipes. This omission 
“was alleged as error and the case was appealed to the supreme court 
of Wisconsin. At the time the plant was taken over by the city of 
Appleton there were 1,827 service pipes attached to the mains. The 
water company had dug and refilled at its own expense 1,575 of the 
trenches containing the service pipes, while the expense with respect 
to the remaining 252 was borne by the patrons of the company in 
accordance with a rule of the company in force during tlie latter 
years of its existence requiring a prospective consumer to pay for the 
cost of digging and refilling service-pipe trenches. The court up- 
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held the railroad commission in excluding the money expended by 
the patrons in digging and refilling the 252 trenches referred to and 
said: 

Cost of reproduction must mean the cost which will be necessarily 
incurred by a reasonably prudent and careful man, using ordinarily 
careful business methods, in reproducing a plant of equal efficiency. 
Anything which, under such a conduct of the business, would cost 
nothing to reproduce cannot logically be included. 

To hold that a cari’ier is entitled to the full amount of the value 
of industrial tracks, when a part of the expense of original constme- 
tion has, in fact, been borne by the industry, would be manifestly 
unfair. 

Under these circumstances it cannot be that the lawmaking power 
intended by the words “used by said carrier for its purposes as a 
common carrier’^ to include property not owned by the caiTier where 
the use by it is only incidental and at the request and for the peculiar 
benefit of the owner. The mere movement of a locomotive of the 
carrier over the track of a private individual for the benefit of that 
individual at his request is not a use under the act. The industry 
track is stn f/eneris and the act must be intcrjn’cted with reference 
to practical conditions in each case. The method followed as to such 
tracks in the tentative valuation is approved. 

Assessments for Public Improvements. 

In account No. 39 of the classification of investment in road and 
equipment, the carrier is required to report the cost of constructing 
public improvements, such as grading, sewering, curbing, guttering, 
paving, sidewalks, etc. This account also includes the cost of im¬ 
provements when made by the carrier’s employees under govern¬ 
ment requirements. The can’icr in this proceeding ha.s 
174 expended $9,477.50 for assessments for public improvements 
as shown by charges to account No. 39, and claims that this 
amount should be included in cost of reproduction new. The amount 
expended is reported in original cost to date when such a figure can 
be ascertained. The principle announced concerning the treatment 
of “topographical conditions'’ in co.st of reproduction new applies 
with ecpial force to this item; and, since the property of the carrier 
is presumed to be reproduced under present topographical and other 
present conditions, it will be seen that no assessments for public im¬ 
provements would be incurred, and this item would therefore be im¬ 
proper. As assessments for public improvements can only be levied 
in proportion to benefits received by the lands assessed, the present 
value of lands adjacent, taken as the basis for the ascertainment of 
the value of railroad lands, reflects the public improvement assess¬ 
ments in question. It should be stated, however, that if a public 
improvement for which an asse.ssment against a carrier has l)een 
made in the past is located on the right of way of the carrier, or so 
closely connected therewith that it would be wiped out if the rail¬ 
road were removed, the estimated cost of reproducing it would be in- 
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eluded in the valuation under the heading of cost of reproduction 
new. 

Property Used but not Owned. 

In addition to the use of property owned, many common carriers 
have made arrangements by contracts for the use oT property for 
common-carrier purposes which is owned by others. In instances 
where property is used individually by a carrier for common-carrier 
purposes and is owned by some party other than a common carrier 
the Commission includes the property in detail in the inventory of 
the asing carrier. The inventorv^ also includes a description of the 
ownership and of the use. Ordinarily where property is used by one 
carrier for common-carrier purposes and is owned by another car¬ 
rier, the inventory of the owning carrier shows in detail the three 
cost values required by the act to be reported. The inventory also 
shows the terms of the use. The inventory of the carrier using such 
a piece of property shows the totals for the three cost value, and 
also sets forth the ownership and terms of the use. It sometimes 
happens that the details with respect to a property of this kind are 
reported in the inventory of the using carrier. This is true in 
instances where the whole property of a common carrier is operated 
by another common carrier and the records of the property are in 
the possession of the using carrier. Where private property is 
partially used by a carrier for common-carrier purposes, but it is 
impossible or impracticable to segregate such property and 
175 place a separate value upon it, we report the rental paid. In 
an instance of that kind the property itself is not included in 
any inventory made by us. Where propeily is owned by a common 
carrier and is used by it jointly with another carrier or carriers for 
common-carrier purposes, the property is included in detail in the 
inventory of the owning carrier and reference is made to the use 
by the other carrier or carriers. The extent and terms of the use 
appear also in the inventory of the using carrier or carriers. 

It has been our endeavor to adopt a method with respect to this 
class of property which will permit of re]>orting the three cost values 
for all property used for common-carrier pur])oses without duplica¬ 
tion. When it is borne in mind that many railroads are not operated 
exclusively by their owners, but that certain portions thereof are 
used by one or more carriers by virtue of trackage rights, etc., it 
is apparent that duplication of values for such Jointly used property 
will result unless a proper course of procedure is pui'sued. The 
necessity of securing reproduction new and reproduction less de¬ 
preciation values without duplication is manifest, since these values 
miLst necessiU'ilv be considered as factors entering into the determina- 
tion of an ultimate value of railroad property. 

In its protest the carrier makes no complaint concerning the prop¬ 
erty used exclusively by it, but insists that the procedure above out¬ 
lined is erroneous to the extent that it results in omitting from the 

12—3962a 
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inventory the three cost values of property used but not owned by 
it and the value of its right to use such property. 

As stated above, in instances where private property is used only 
]>artially by a carrier for common-carrier purposes the property 
does not appear in any inventory made by us. Items of this char¬ 
acter are, as a rule, insignificant in amount. To attcmj)t to ascer¬ 
tain the cost figures for property of this kind would entail the ex¬ 
penditure of a large amount of time and money ontitrely out of 
proportion to the benefits to be derived from the results which would 
be obtained. For example, in practically every large city in the 
country carriers have rented offices in public buildings for the sale 
of tickets, solicitation of traffic, etc. These buildings are owned by 
private business interests. The space occupied by the carrier devoted 
to common-carrier purposes is but a small part of the entire build¬ 
ing. It can safely be assumed, we believe, that the act never contem¬ 
plated an appraisal of property which is merely incidental to the 
common-carrier business. In instances of this kind we report tl.e 
rental paid. Since under the accounting rules of tlie Commission 
the carrier is permitted to deduct rental paid from the revenue de¬ 
rived from operation, this method is as fair to the carrier as to the 
public. Of course if the amount of the rental paid is more 
176 than the value of the use, the public will be injured to the 
extent of the amount in excess of a fair rental so far as the par¬ 
ticular carrier is concerned, while, on the other hand, if the amount 
of the rental paid is less than the value of the use the public will Ije 
benefited to a corresponding extent. 

And, further, the adoption of a rule requiring the inclusion in the 
inventory of every carrier of ever>" piece of property used by it for 
common-carrier purposes would lead to absurd results. During cer¬ 
tain periods of the year a large number of railroads are called upon 
to move the ears of circus companies. These ears are used by the 
transporting carrier for common-carrier purposes, but no one can 
seriously contend that the law contemplates the a.«certainment of the 
cost values for such care with credit therefor in the inventory of the 
using carrier. It follows that our practice with respect to partially 
used privately owned property is reasonable, and the results obtained 
thereunder are not in conflict with a correct interpretation of the act. 

It has also been stated above that where property is owned by a 
common carrier and is used by it partially with another carrier or 
carriers for common-carrier purposes, such property is included in 
detail in the inventory of the owning carrier, and the use is de¬ 
scribed in that inventory" and also in the inventory of the using 
carrier or carriers. This is a correct statement of the general rule, 
but the method pureued varies with the circumstances of the par¬ 
ticular case. 

In the case under consideration the carrier uses jointly with the 
owner that portion of the St. Louis Southwestern Railway of Texas, 
commonly known as the Cotton Belt, between Commerce, Tex., and 
Greenville, Tex., 13.97 miles in length, as a part of its main line. 
This portion of the Cotton Belt forms the connecting link between 
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two pieces of track owned exclusively by the Texas Midland. 'With¬ 
out it the carrier would be unable to perform through transportation 
ser\'ice between points located north and south, respectively, of this 
particular portion of the Cotton Belt. The 13.97 miles has been con¬ 
sidered as a single valuation section. It has been inventoried and 
priced by itself. Cost of reproduction new and cost of reproduction 
less depreciation for it will be stated separately. This detailed infor¬ 
mation will appear in the inventory of the Cotton Belt when com¬ 
pleted, with a statement that this section is used by the Texas Mid¬ 
land, together with a description of the terms of the use. In the 
tentative valuation under consideration it is stated “the tracks of the 
St. Louis Southwestern Railway Company of Texas between Green¬ 
ville and Commerce, a distance of 14 miles, are used under a track¬ 
age arrangement to unite the two pieces of the Texas Midland 
* * so that if it becomes essential it will be possible at 

177 any time to refer to the inventory of the Cotton Belt and 
ascertain the cost values for that particular piece of property. 

The allegation has been made that as a result of this practice the 
valuation which has been served in this proceeding is incomplete, 
for tlie reason that the valuation of tlie Cotton Bolt has not been made 
]Hiblic, and therefore the cost values of this 13.97 miles used by the 
Texas Midland are not included in any records available to the 
jniblic. If the wishes of the carrier in this regard wore to be fol¬ 
lowed, we would be unable to announce the valuation of any rail¬ 
road wliich uses property for common-carrier purposes ow’ned by 
another carrier or carriers until such time as the valuation of the 
other carier or carriers is completed. This would seriously em¬ 
barrass the valuation work and could not result in any benefit to the 
public. We would not be justified, therefore, in delaying the sendee 
of tlie tentative valuation of a particular carrier until the completion 
of the valuations of other carriers which would include detailed 
figures with respect to ju'opcrty used but not owned by that carrier. 

There is, however, a considerable amount of jointly used property 
which will not be separately inventoried and for which detailed 
figures will not bo reported separately. Detailed information of 
this kind could only be secured after tlie expenditure of a large 
amount of time and money, and it is felt that the rcsulks obtained 
would not be commensurate with such expenditures. Certain classes 
of trackage rights are illustrative. Many instances have been found 
where a carier secures the right to use the tracks of other carriers 
for common-carrier purposes for distances ranging from 0.01 of a 
mile upward. Sometimes the right to use these tracks is only occa¬ 
sional. Tl.ie restricted right to use these tracks is merely incidental. 
The tracks over which such inconsequential and incidental rights of 
use are granted are inventoried as a part of the pro|>erty of the 
owner; reference is made in that inventory to the use and also in the 
inventory of the using carrier or carriei*s, so that the statute will be 
literally complied with, because every piece of railroad property 
which is owned or used for common-carrier purposes will be inven¬ 
toried. 
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In addition to its claim that the three cost values of the property 
used but not owned should be included in its inventory, the carrier 
asserts that it is our duty to report separately a figure as the value of 
the right to use. It is a sulTicient answer to this contention to state 
it is now universally accepted that it is the fair value of the property 
used by the public service corporation in serving the public which is 
to govern in fixing rates. San Diego Land Co. v. National City, 174 
U. S., 739. This being true, the value of that property can not be 
increased or diminished by contracts or other arrangements 
178 between the carriers themselves. In the absence of an im¬ 
proper payment as rental the public is not concerned with the 
acts of carriers between themselves. The law requires the ascertain¬ 
ment of values for property owned or used, but not the value of the 
use. 

The attempt to fix the value of use would be speculative, because 
of the absence of any sound basis upon which to proceed, and if ob¬ 
tained would result in the inflation of the property values of the car¬ 
riers upon which the public may be required to pay a fair return. 
Indeed, such a finding by us would have the effect of inviting the 
carriers to make arrangements between themselves with the view of 
increasing the value of their property. 

It should be further noted that if the carrier is correct in its claim 
that the right of joint use may be of more value than the rental paid 
and that therefore the Commission should appraise this right, and 
we do not intend to intimate that this can be so, still in such event 
the carrier should make its claim and introduce its evidence showing 
the value of the use to the end that an intelligent finding might be 
had. The mere putting of the property into the inventory would 
signify nothing and would only result in duplication. 

When the valuation work has been completed for all the railroads 
in the United States, the Commission, the Congress, and the public 
will be informed with respect to every piece of j)roperty used in 
sening the public, with the single exception of that insignificant 
portion which is privately owned and partially used l)y common car¬ 
riers. The inventories of the individual carriers will contain the 
cost values in detail with respect to property owned; the cost values 
in detail for property exclusively used by them but owned by a non- 
carrier; total cost values for property exclusively used by them.but 
owned by a common carrier; a description of the terms and use of 
jointly used property of others with a reference to the report of the 
owning carrier for details in regard thereto; and a description of 
the terms and use of jointly used property owned by them with a 
reference to the reports of the using carrier or carriera for details in 
ragard thereto. All the property used in serving the public will be 
inventoried and valued, and will be inventoried and valued once and 
only once. There will be and should be no duidications. 

It follows that the method adopted is approved. 
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Contingencies. 

In the estimate of cost of reproduction new we have not allowed 
any amount under the head of “Contingencies/’ and this omission is 
assigned as error by the cander. 

179 When the construction of a railroad is under consideration 
it is customaiy for an engineer to estimate the amount of 
money it will bo necessary to expend in building the property. Ex¬ 
perience has shown that it is praetically impossible, no matter how 
carefully sueh an estimate may have been made, to include all the 
items of expense which will be incurred in the work of construction. 
Additional expense is caused by omissions and unforeseen difficulties 
in the work of construction. Necessary materials are sometimes 
omitted. From soundings a cut may ai>pear to be made up entirely 
of earth and the estimate for excavating and digging is based upon 
this expectation. However, when the work is performed it is found 
that it contains a large boulder which it is necessary to cut through or 
entirely remove. This unforeseen condition lengthens the time 
allowed for construction and correspondingly increases the expense. 
Frequently quicksand is found where solid earth was expected. 
Numerous other instances of unforeseen difficulties could be cited 
wbieh occur and which add to the total cost of the work. In order 
to provide for expenses of this kind the practice of including a cer¬ 
tain sum for contingencies in estimates of the prospective cost of 
construction has been quite generally adopted. 

The carrier contends that in a theoretical reproduction of the prop¬ 
erty these same omissions will be made and unforeseen difficulties 
will be encountered, and in order to secure a figure fairly repre¬ 
sentative of reproduction cost an estimate for contingencies as such 
must be made. 

In o\ir view the theoretical reproduction of a railroad, such as is 
assumed in valuation work, is materially different from the original 
construction and does not justify an allowance for contingencies as 
such. In theoretical reproduction the property to be constructed by 
the engineer is before his eyes. The topography of the country 
througli which the right of way runs can be observed. He knows 
the natural difficulties which will have to be overcome. If rock 
is found, his estimate is based upon cutting through or remov¬ 
ing that rock. The exact amount of materials above the roadbed 
is capable of ascertainment, and no addition should be made for 
materials omitted. However, with respect to certain materiab the 
carrier is not limited to the amount necessary to duplicate what is 
actually in the property. This is illustrated by the item of spikes. 
It is recognized that in laying rail a certain percentage above the 
number of spikes required is purchased to take care of losses and 
imperfections, and an allowance to cover these possibilities is made. 
It is recognized, of course, that in compiling the inventory of the 
roadway there are certain quantities which are hidden and can not 
be observed. 
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180 In estimating hidden quantities the representatives of the 
Commission rely upon tlie statements of the carriers supple¬ 
mented by such records as they may possess, tested by the observations 
of our engineers. These statements and records are accepted unless 
they appear to be erroneous on their face. Field notes of the Com¬ 
mission containing the estimate of the quantities to be allowed are 
furnished the carrier if desired, and if objected to the matter is 
thoroughly investigated. In the application of i)rices to the items 
embraced in the inventor}*, we endeavor to compensate for all ex¬ 
penses which will be met in connection with a particular item. The 
item of grading furnishes a good illustration. IVe ascertain the price 
per cubic yard which is proper to apply for grading, and its de¬ 
termination in this regard is guided by prices paid under contracts for 
work of this character. However, it is recognized that certain work 
is performed by the grading contractor which is not included in his 
contract price, such as erecting temporal*}^ bridges, constructing 
ditches off the right of way, etc. To the price per cubic yard whicli 
is obtained in the manner indicated above is added an cstimate<l 
amount to cover the additional expense. A similar addition is made 
in other cases when necessary. 

The statement that no provision for contingencies luis been made 
by us in this proceeding is therefore incorrect. The figure re¬ 
ported as cost of reproduction new is an estimate of the amount 
of money necessary to reproduce the identical property under val¬ 
uation. The inventory is made with great care and the prices 
applied are arrived at after exhaustive study. Every necessary ex¬ 
pense is taken into consideration. 

Since reproduction new is at best an estimate, it is apparent that 
an estimate arrived at upon a basis as outlined above is as liable to 
bo too high as too low and that therefore there is no warrant for 
the addition of a definite amount to cover contingencies, but that anv 
allowance of that kind which ought to be made should be and is 
taken care of in connection with particular items of i)roperty. 

Engineering. 

In the tentative valuation under consideration wc allowed for en¬ 
gineering approximately 2.15 per cent of the amount shown as c'jst of 
reproduction new of the road accounts, exclusive of land and en¬ 
gineering itself. The carrier contends that this amount is not sutli- 
cient and that between 4 and 5 per cent should be provided. 
It has also been contended by certain carriers that it is not correct 
to allot a gross sum for engineering, but that engineering, should be 
as.«igned to particular pieces of property. The matter of the 

181 sufficiency or insufficiency of the sum included will be dealt 
with in a subsequent portion of this report in connection with 

unit prices. 

In securing cost of reproduction new an estimate for engineer¬ 
ing has always been made. To ascertain the amount two methods 
have generally been employed, known as the synthetical and the 
historical. 
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By the synthetical method an estimate is made of the amount of 
engineering service which will be required and its eost. A construc¬ 
tion program is mapped out; the number of engineers required is 
determined; their grade and salaries are fixed; the length of their 
service is stated and in this way tlie total amount of the expenditure 
is arrived at. The objeetion to this method is that no supporting 
data can be found. Reliance must be placed entirely upon the 
judgment of the engineer making the estimate and it is impossible 
to test that judgment by experience as disclosed by the records of 
the carriers. 

The historical method inquires into what the expense for engi¬ 
neering has been in the past and seeks to determine in this manner 
what the expense would be to-day. 

Since the accounting rules of the Commission have been in effect, 
engineering has stood as account No. 1 in expenditures for road and 
equi])inent and it has not been difiicult to distinguish the items 
which should go into this account. The cost of engineering can, 
therefore, be ascertained with substantial accuracy as to many rail¬ 
road properties. In estimating the cost of new work it has been 
customary to add a percentage of the total estimated cost to cover 
engineering, and in reproduction new the Commission has adopted 
tlie percentage method based upon charges to this account in the 
past. 

The investment in road and equipment account is divided into 
three clasvses—road, equipment, and general expenditures. Engi¬ 
neering, of course, has no connection with the general expenditure 
accounts. While in some instances there is some slight engineering 
cost properly assignable to equipment, the amount is negligible. An 
expense of this character is incurred when equipment is ordered ac¬ 
cording to specifications prepared by the carrier. The elimination 
of equipment and general expenditures accounts in arriving at the 
amount to be estimated for engineering leaves for consideration the 
road accounts. It is clear that engineering itself should be excluded 
and the same is true of land, since there is no engineering cost in 
connection with this item not reflected and ordinarily included in 
the enhanced value of contiguous land. Sec Minnesota Rate Cases, 
supra, at page 450. Hence, we conclude that engineering should 
be computed on the amount estimated for the various road ac¬ 
counts, exclusive of engineering and land, and this basis has been 
adopted. 

182 In order to ascertain the proper percentage to apply the 
bureau made a study of the accounts of different construc¬ 
tion projects. This study embraced 121 projects in different sec¬ 
tions of the country ranging from 2^2 miles to 900 miles in length. 
The total number of miles of constmetion was 9,617, the cost of 
which was $302,000,000. The amount found charged to engineer¬ 
ing varied from 0.837 per cent to 9.732 per cent of the total amount 
shown as investment in road excluding land. In 6 instances the 
percentage for engineering exceeded 6 per cent; in 10 instances it 
was between 5 and 6 per cent; in 4 instances it was below 1 per cent, 
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and in 16 instances between 1 and 2 per cent. In the balance of in¬ 
stances, 85, it ranged from 2 to 5 per cent. The weighted average 
showed approximately 3.6 per cent. 

In view of this study our engineers were instructed to include for 
engineering an amount which should not be less than 2 per cent nor 
more than 5 per cent of the investment in road, exclusive of engi¬ 
neering and land. Should a member of the engineering board be¬ 
lieve that there are peculiar circumstances which justify the appli¬ 
cation of a lower or a higher percentage, he is instructed to bring 
the case to the attention of the bureau. 

In the instant case the estimate was first made by the s>Tithetical 
method and the figure which was used was reached. When the 
instructions referred to above were issued it was concluded that 
this figure represented a sufficient amount, and it was allowed to 
stand. 

The tentative valuation includes a sum of $9,200 for ‘location 
engineering for a period of four months, at an average expense per 
month of $2,300.” The property of this inclusion is questioned by 
the valuation committee of the National Association of Railway 
and Utilities Commissioners, for the reason that it represents recon¬ 
naissance, an obvious conjectural expense incurred in supposititious 
groping through the country for locations which are not used. Such 
an expense, it is argued, should not be included in the reproduction 
cost of a railroad, the exact location of which is known. In the 
construction of a new railroad it is necessary to reconnoiter, lay 
out lines, and engage in considerable preliminary work in order 
to secure the most advantageous route. Such a ])rogram is not neces¬ 
sary in a theoretical reproduction of a property under valuation. 
The inclusion of an amount to cover expenses of this character is 
incorrect. Cost of reproduction new is the cost of reproducing the 
existing line of railroad. For reasons just stated it is obvious that 
the figures reported as engineering in the study made by our ac¬ 
countants embrace expenses incident to the reconnoitering and lay¬ 
ing of preliminary lines. However, it has been impossible to segre¬ 
gate these expenses, which are necessary in original construc- 
183 tion but unnecessary in reproduction, and no deduction has 
been made on this account in the instant case. It is believed, 
therefore, that the application of a percentage within the limits pre¬ 
scribed will do full justice. 

The percentage method as explained above is approved. 

General Expenditures. 

Items 71 to 77 of the classification of investment in road and 
equipment of steam roads are termed “general expenditures.” The 
basis upon which to estimate the amount to be included for these 
items in the cost of reproduction new will be here considered. Item 
No. 76 is “interest during construction” which will be treated in a 
subsequent portion of this report. The accounts here involved are 
as follows: 

71. Organization expenses. 



UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 185 

72. General officers and clerks. 

73. Law. 

74. Stationery and printing. 

75. Taxes. 

77. Other expenditures—general. 

In the tentative valuation under consideration the member of the 
engineering board stated a certain amount for each of these ac¬ 
counts. In Account No. 71 was embraced a charter fee assessed 
under Texas laws and incidental expenses; in Account No. 72 an 
estimate for general officers and clerks and expenses; in Account 
No. 73 a provision for what were considered to be necessary legal 
expenses; in Account No. 74 an allowance for stationery and print¬ 
ing; in Account No. .75 an amount equal to one-quarter of the total 
amount of taxes paid by the carrier during the year 1914. In Ac¬ 
count No. 77 no sum was stated. 

This method of estimating the amount of money which might 
properly be charged to these accounts was not satisfactory to the 
bureau. It was felt that a more appropriate basis would be to 
ascertain what had been charged in the past and adopt a percentage 
basis to determine the sum to be estimated in reproduction. With 
this in view our accountants made a study similar to that under¬ 
taken in connection with engineering and covering the same list of 
carriers. The percentage of general expenditures other than in¬ 
terest to all road accounts, excluding land for the different valuation 
districts, was as follows: 

Per cent. 


Eastern . 1.766 

Southern . 2.251 

Central .1.362 

Western .838 

Pacific . 4.086 


Average . 1.930 


184 As stated the roads selected were the same as those in¬ 
cluded in the engineering study and embraced many differ¬ 
ent types, some of recent construction and others which have been 
in existence for many years. In a number of cases it was necessary 
to accept the figures as shown in the carriers’ books without being 
able to test their accuracy. 

The percentage for the w^estern district is too low and is accounted 
for by the fact that many of the properties considered were con¬ 
structed by parent companies. A considerable part of the office 
work was actually done by the parent organizations, and the ex¬ 
penses incident thereto were not included in the accounts of the car¬ 
rier under construction. On the other hand, the percentage for the 
Pacific district is abnormally high, due to the fact that the con¬ 
struction period of the Western Pacific, one of the roads included 
in the study, w'as extremely long, about seven years. Because of 
its mileage and capital expenditures that road dominates the 
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weighted average. It was thought desirable, therefore, to make an 
examination of individual properties where the circumstances of 
construction were fullv known. The carriers refeiTed to the Vir- 
ginian Railroad as being such a property, and the bureau agrees 
that it is illustrative, because it is a high-grade road and ample time 
was taken to construct and equip it before operations began. The 
percentage in this case was found to be 1.889. The Winston-Salem 
Southbound is another property as to which we have satisfactory in¬ 
formation, and the percentage shown for it was 1.271. This per¬ 
centage, it is contended, is too low because a certain part of the 
general expenditures was alleged to have been borne by the Norfolk 

AVestern and the Atlantic Coast Line railroads, which companies 
furnished the money and are owners of the rogd. 

After careful deliberation, the bureau concluded that 1 Vj per cent 
of the amount of all road accounts, exclusive of land, would be a 
fair estimate for general expenditures in the case of all roads. 
Where, however, more than a nominal charter fee has been re¬ 
quired, the engineers have been instructed to ascertain the amount 
of .«uch fee and add it to the 1 Vi* per cent. 

Tlie carrier contends that this percentage is too small, and that 
the particular group of roads selected by the accountants is not 
representative. It calls attention to six other roads which might 
have been selected, for which the average would have been between 
4 and 7 per cent. In answer to this it is sullicient to state that no one 
knew, when the properties included in the study were selected, what 
the figures would show, and no attempt was made to support any 
preconceived theory, the sole desire being to ascertain the fact, 
and it is believed that the results obtained arc fairly representa¬ 
tive. 

185 From what has been stated we arc of the opinion that an 
estimate of 1^1’ per cent on all road accounts exce])t land 
for general expenditures will do full justice to the carrier. 

Cost of Obtaining Money. 

Money with which to construct a railroad is usuallv obtained 
by the sale of stocks and bonds. Sometimes the money is at first 
borrowed on short term paper and the bonds arc issued and sold at 
the end of the construction period. The bonds may be issued be¬ 
fore beginning of construction and held as collateral for the short¬ 
term paper, or the bonds may be sold in advance of construction. 
The latter method has seldom been followed. Both methods in¬ 
volve expense. Short-term paper carries with it a certain charge 
for brokerage, generally not exceeding one-half per cent, while the 
sale of bonds involves a di.scount which includes brokerage, depend¬ 
ent upon the rate of interest, the length of the term, and the credit 
of the company. 

During the early stages of our valuation work an endeavor was 
made to determine the cost to a carrier under valuation of obtain¬ 
ing money; that is to say, to ascertain the credit of the particular 
company and the circumstances which would surround its finan- 
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cing. It seemed necessary, however, to abandon this method because 
it was found to be an almost impossible task, and the result was 
misleading. The bureau has therefore assumed for this purpose 
that the reconstruction would be done by a company the credit of 
which was good and which could purchase supplies at advantageous 
prices. This policy having been adopted, it was necessary to de¬ 
termine the rate of interest. Since a railroad with good credit has 
no difliculty during noiTnal times in borrowing money at 
per cent, it was felt that the rate of 6 per cent would be ample to 
cover all incidental items of expense in connection therewith. 

The carrier objects to this method and states that the assump¬ 
tion that its credit is good enough to enable it to borrow money to 
build its railroad upon a 6 per cent basis is without foundation in 
fact, but that should an assumption such as above indicated be cor¬ 
rect, 6 per cent is too low to cover the entire cost, which would in¬ 
clude commissions, syndicating, and other expenses. Eight per 
cent ife suggested as proper in the present case. 

There are undoubtedly instances where it will be found that 
should the carriers be left entirely to their, own resources they prob¬ 
ably could not t3orrow money at anv rate of interest in a sufficient 
amount to cover the entire cost of construction. Assuming that 
reconstruction would be done by a company the credit of which was 
good, the cost of reproducing properties on the basis here assumed 
will be fairly comparable in all cases. 

180 Construction Period. 

The time allowed for the construction period in cost of reproduc¬ 
tion new is important in its relation to the amount to be allowed 
for interest during construction. From our examination of the 
records of construction in the past, it is fair to state that, so far as 
the expenditure of money is concerned, the construction of a rail¬ 
road is properly divided into two parts—the preliminary period be¬ 
fore the construction begins, and the period of construction itself. 
The first period is the time within which preliminary and location 
surveys are being made, and in the past its length has varied from 
two or three months to several years. AiTangeinents for securing 
money, rights of way, and for letting of contracts are generally con¬ 
summated during this periorl. During this preliminary work* the 
expenditures are necessarily small in comparison with tlie expendi¬ 
tures during the period of construction. The period when the 
bulk of the money is expended is that during which construction 
takes place. 

AVhen the valuation work was first undertaken an attempt was 
made to estimate the preliminary period. The records of the roads 
selected were so different in tins respect that no satisfactory rule 
could be developed. In view of this and of the further fact that 
expenditures are small during this time it was decided to state the 
period required for construction only. 

The construction period, as determined by our engineers, does 
not represent the shortest period in which the railroad could be con- 
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structed, but rather that period within which the work might be 
economically done. The usual delays which occur in normal times, 
due to labor and market conditions, are assumed to exist, but un¬ 
usual delays, due to financial troubles and other causes peculiar to 
individual properties, are eliminated. 

All existing means of transportation, aside from the property it¬ 
self which is under reproduction, are assumed to exist. The car¬ 
rier in this proceeding is crossed by several different roads and these 
roads are used theoretically to bring in men and materials to junc¬ 
tion points. This enables the engineer to proceed with the hypo¬ 
thetical reproduction at several different places at the same time. 
This assumption often reduces the period allowed for reproduction 
materially below that which was required for the building of the 
property, but since the circumstances and conditions surrounding 
reproduction are entirely different from original construction, this 
method is believed to be fair. 

Interest During Construction. 

The rate of 0 per cent interest having been approved, it remains 
to consider the length of time for which this rate should be 
187 applied. Interest for one-half of the construction period has 
been generally allowed in the valuation of public utilities. 
Since, hoAvever, in determining the construction period in the in¬ 
stant case no time has been considered for preliminary work as such, 
the question arises whether or not one-half of the construction period 
is suffieient. It is assumed by us that a railroad company would 
have a sufficient amount of money on hand at the beginning of each 
six months to cover construction expenditures for that period. A 
study of the active construction of certain roads shows that when 
expenditures begin they continue at about an even rate to the end 
of the constmetion period; that is, for the total number of months 
during which construction continues, the outgo per month is alx)ut 
uniform. Therefore, if the assumption that the money rcquire<l 
for each six months is on hand at the beginning of that six months 
is reasonable, and we find that it is, time for which interest shouhl 
be allowed is one-half the constmetion period plus three montlis, 
which will be ample to cover the relatively small amount of money 
which is expended prior to constmetion. This is the method which 
has been adopted by the bureau, and interest is computed upon the 
total amount of the road and general expenditures accounts with 
the exception of land and interest during construction. 

A considerable part of the cost of a railroad is in its equipment. 
While it is true that as a general rule equipment is not purchased 
until the road is practically completed, and but little interest is paid 
on money expended for equipment before operation begins, never¬ 
theless it is necessary’ to have the equipment some little time prior 
thereto. For this reason some provision for interest should be made. 
It is believed that an allowance of three months on the money ex¬ 
pended for equipment is equitable. This rule has been adopted. 

It is further claimed that at least two-thirds of the constmetion 
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period should be taken as the basis for the computing of interest. 
The facts of record do not show that the time sdlowed for interest 
during construction is too short and the rule announced above is 
approved. 

The carrier claims that the method is unjust for the reason that 
the cost of reproduction must include the present cost of acquisition 
of lands and that therefore interest must be included thereon. 
Since the paj’ments for land are a substantial part of the money 
necessarily expended in building a railroad, the figure which has 
been reported by us for interest during construction is claimed to 
be too low. Our view with respect to matters concerning land will 
be treated in a subsequent portion of this report. 

188 Materials and Supplies and Other Working Capital. 

The property of a railroad which is necessary in operation may 
be divided into two general classes—the plant itself and its operating 
assets. By the plant is meant the roadway, equipment, and other 
physical parts. Operating assets include materials and supplioe 
and cash on hand. 

In the accounting report which accompanied the tentative valua¬ 
tion and made a part thereof is an inventory of the materials and 
supplies on hand as of June 30, 1914. The records of the carrier 
show an investment of $82,943.24 in materials and supplies, while 
the inventory prepared by the bureau, at prices obtained from in¬ 
voices rendered the carrier, shows a value of $96,857.19. No at¬ 
tempt has been made to ascertain depreciation with respect to ma¬ 
terials and supplies. In all cases of new property the cost figure 
was applied, while for secondhand property an effort was made to 
apply a fair secondhand price. It should be stated, however, that 
there was a comparatively small amount of secondhand property. 
The final valuation hereafter set out also contains a comparative 
general balance sheet which includes the following under current 


assets: 

Cash. $13,908.16 

Net balance receivable from agents and conductors.. . 4,324.03 

Miscellaneous accounts receivable. 16,395.34 

Materials and supplies. 82,043.24 


Total. 117,570.77 


The carrier contends that we have erred in not including ma¬ 
terials and supplies in the three cost values. The suggestion is 
made that cash items should also be included and taken at par. 

In cost of reproduction new, however, the property to he theoreti¬ 
cally reproduced is the railroad itself. It does not contemplate the 
inclusion of materials and supplies and cash on hand, which are 
so-called liquid assets, and change from day to day. The account¬ 
ing report, which is a part of the tentative valuation, contains full 
information with respect to these items as of the valuation date. The 
method pursued is a compliance with the act. 
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Secondhand Materials. 

Where secondhand materials were installed and still exist, the 
bureau has interpreted cost of reproduction new to mean the cost 
of reproducing the materials in tlie same condition in wdiich they 
were installed. The carrier alleges that this interpretation of the 
word “new” is incorrect, and that market prices on valuation date 
for new materials of the same kind .should be applied to such 
189 units. The question of secondhand materials enters into 
the valuation of the carrier in this proceeding in Account 
No. 6, bridges, trestles, and culverts; Account No. 0, rails; and Ac¬ 
count No. 57, work equipment. When secondhand materials are 
used in theoretical reproduction depreciation is figured upon the 
basis of the cost of the materials new. Secondhand materials have 
been used in original construction by a great many railroads, and 
the basis which shall be adopted for estimating the reproduction cost 
of such materials is therefore important. 

A typical illustration of sccona hand materials is the logging road. 
In many cases such roads have been built entirely with materials 
which have seen previous service. The rail and equii)mont, for 
instance, may be larger and more expensive than the road would 
have been justified in buying if it had bought them new. Because, 
however, such materials would seiwe the purposes for which the road 
was built and could be secured at ]>riccs considerably below the 
market prices for new material of the same kind they were secured. 
A strict interpretation of the word “new” in estimating the cost of 
reproduction new of a property of that kind would require the sub¬ 
stitution of new materials’for materials which arc known to have 
been secondhand when the road was “new” or first built. We do 
not think that the act requires or contemplates this. The property 
to be reproduced is the existing property as it was when it was put 
into its present service. When the records of the carrier clearly 
show that secondhand materials were used the cost of reproduction 
new will be estimated for the same kind of materials in the same 
condition as when installed. 

Quantities and Unit Prices. 

Before considering the differences which exist between the figures 
contained in the tentative valuation and those claimed by the carrier, 
it will be 'well to state briefly the practice of the bureau with res]>ect 
to the application of unit prices. 

Under date of February 9, 1915, the Commission issued its Valu¬ 
ation Order No. 14, known as “Order, instructions, and forms per¬ 
taining to purchases of materials, prices paid, and rates of compensa¬ 
tion paid for labor.” With respect to materials, this order required 
evei’y carrier whose property was to be valued to file with us a state¬ 
ment of the two largest purchases of each class of material for each 
calendar year from 1910 to 1914, inclusive, together with net prices 
paid. In the event that two purchases per year had not been made, 
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a statement of such purchases as might have been made was 

190 required. Information with respect to certain materials for 
the period from 1005 to 1914, inclusive, and as many as four 

purchases per year were in some instances required. The statement 
required, among other things, information as to the purpose for 
which the material was used, the name of the maker, the maker’s 
catalogue number or reference^ name of the party from whom pur¬ 
chased, and the amount of freight charges actually paid. With re¬ 
spect to labor, the carrier was required to report the rates of compen¬ 
sation paid on each of its sej)arato divisions for each calendar year, 
1910 to 1914, to all classes of einployees. The rate of compensation 
was defined to be the usual and ordinary rate paid for the pai’ticular 
occupation, and required the rate for each year to be obtained by 
taking the governing rate on the first day of January, April, July, 
and October of each year and dividing the aggregate by four. 

We are required to report to the Congress the cost values with 
respect to completed proj^erties, and the cost of assembling must 
be shown in addition to the cost of materials and labor. In order 
to ascertain what had been expended in the past, the carriers 
were required to file a statement of all completed projects for 
which information could be furnished. After these statements were 
received, certain of the projects therein contained were selected and 
completion reports were required to be filed. In addition to this in¬ 
formation, an accountant has been detailed in each district to bring 
together cost data under the direction of the district engineer. 

The complement of each valuation district has, in addition to the 
district engineer, a corps of experienced engineers. These men have 
had practical experience in railroad construction in the past and are 
conversant with every phase of the problem. The sole purpose of 
these men is to apply prices to the units of property set forth in the 
inventory which will do justice to all concerned. These men study 
the cost data which have been received from carriei*s and exercise 
their judgment as to the prices to be allowed in a theoretical repro¬ 
duction of the property under valuation. The cost data which are 
before the engineers are not controlling, but are applied with refer¬ 
ence to the particular property the details with respect to which are 
well known by observation to the engineers. 

The use of cost data obtained in this manner is believed to be en¬ 
tirely reliable since it is based upon experiences of production of 
railroads under similar circumstances in the past. 

There is given below a table which sets forth the figures contained 
in the tentative valuation as cost of reproduction new for 

191 certain items of the road and equipment accounts, other than 
lands, together with the claim of the carrier respecting those 

items. 
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Tentative Claim of 

Acct Classes. valuation. carrier. 

I. Road. 

1. Engineering. $54,926 $126,700 

3. Grading . 411,866 539,545 

6. Bridges, trestles, and culverts. 387,792 532,222 

8. Ties. 272,688 280,950 

9. Rails. 525,134 538,183 

11. Ballast . 210,637 287,697 

12. Tracklaying and surfacing. 207,502 268,319 

15. Crossings and signs. 29,565 30,451 

26. Telegraph and telephone lines. 130 8,857 

39. Assessment for public improvement.... . 9,477 

II. Equipment. 

55. Motor equipment of cars. 57,020 57,780 

57. Work equipment. 73,236 75,736 

III. General Expenditures. 

71. Organization expenditures. 831 51,100 

72. General oflicers and clerks. 15,000 65,550 

73. Law. 9,100 18,000 

75. Taxes . 5,971 12,000 

76. Interest during construction. 144,691 264,487 


Total . 2,406,089 3,167,054 

Contingencies. 149,838 

Appreciation . 61,000 


Grand total 


2,406,089 3,377,892 


Engineering is the first item with respect to which the carrier 
makes a claim for an additional allowance, but in view of the fact 
that the amount to be set aside for this item is computed upon a per¬ 
centage basis of the total amount of certain accounts, it will be con¬ 
sidered later. 

Account No. 3, grading .—The tentative valuation has fixed $411,- 
866 under this head as the cost of reproduction new for property 
wholly owned and used, while the carrier claims $539,545. The 
amount set forth in the tentative valuation is made up as follows: 


Clearing 353.63 acres, at $25 per acre. $8,841 

Grubbing 41.72 aeres, at $40 per acre. 1,709 

Earth excavation, 662,073 cubic yards, at 15 cents per 

cubic yard. 99,401 

Embankment, 1,686,817 cubic yards plus 168,682 cubic 
yards, 10 per cent for shrinkage, at 13.5 cents per cubic 
yard . 250,492 
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Solid rock formation, 17,544 cubic yards, at G5 cents per 

cubic yard. 11,404 

Loose rock excavation, 1,473 cubic yards, at 35 cents per 

cubic yard. 516 

Hardpan excavation, 158,092 cubic yards, at 24 cents per 

cubic yard. 37,942 

Riprap, 1,054 cubic yards, at $1.50 per cubic yard. 1,581 


Total. 411,886 


Valuation sections 2, 3, 4, and 5 cover property which is jointly 
owned by the carrier with another carrier or carriers, and an 
192 estimate for ^u’ading in these sections has been made to the 
extent of $2,692, made up as follows: 


Earth excavation, 1,543 cubic yards, at 15 cents per cubic 

yard . $231 

Embankment, 16,567 cubic yards plus 1,657 cubic yards, 10 

per cent for shrinkage, at 13.5 cent® per cubic yard. 2,461 


Total 


2,692 


The total cost of reproduction new in Table No. 1 exceeds by $20 
the amount contained in the tentative valuation, which is accounted 
for by an error in addition in valuation section No. 6. This correc¬ 
tion will be made. 

The carrier contends that the unit prices allowed are too low. 
Below are given the prices which the carrier in its protest claims 
should be fixed: 


Clearing. 

Grubbing . 

Earth excavation 
Embankment .. 
Loose rock .... 
Solid rock. 



$35.00 


52.00 

.. per cubic yard.. 

.18 

. do.... 

.18 

.do.... 

.43 

.do.... 

.97 


The carrier introduced testimony purporting to show that the 
clearing necessary in a theoretical rej)roduction would cost $40 an 
acre and gi'ubbing $45 an acre. The manager of the earner testified 
that he thought $27.50 to $30 per acre would cover the cost of clear¬ 
ing and $35 to $40 per acre the cost of gimbbing. The claim for $52 
per acre for grubbing was withdrawn and the $40 per acre unit price 
in the tentative valuation for this item is agreed to. There is no 
dispute as to quantities other than results from the application of 
present as compared witli original topographical conditions, which 
we have already discussed and determined in this report. 

The $25 per acre for clearing was arrived at after the consid¬ 
eration of contracts for work of this character which had been 
performed in the vicinity and nothing has been submitted in this 

13—3962a 
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record to show that it is unreasonably low. Tn fact the opinion of 
the manager of the earner, who has been with the property since it 
was built, that $27.50 to $30 should be allowed, may be said to sup- 
]X)rt the price used when it is borne in mind that his testimony was 
opinion testimony unsuppoi*te<l by prices actually paid for similar 
work, and that his interest in the ]U*operty might naturally influence 
his opinion so as to secure an amount which would beyond question 
fully recompense the carrier. The reasonableness of the unit price 
of $25 per acre for clearing is established. 

The claim of the carrier with respect to certain other items under 
this head has been modified to the following basis: 



Cents. 

Loose rock . 

Solid rock. 

Hardpan. 

.per cubic vard 38 

. do ‘ 80 

. do 35 


In estimating the price to be paid for earth excavation and earth 
embankment one of two bases may be used, the one-way basis or the 
two-way basis. When the one-way hitsis is adopted the price is esti¬ 
mated per cubic yard for the amount of material which is to be taken 
out of the cut. A certain limit of distance beyond which a con¬ 
tractor will not be expected to haul the excavated material is fixed, 
usually 500 feet. If it is ncccssaiy to transport the material beyond 
the free-haul distance the contractor is paid an additional amount 
per cubic yard for such haulage. The amount of earth contained in 
the embankment is not measured or paid for under the one-way 
basis. Under the two-wav basis the amount of earth taken from the 

t 

cut is measured and paid for; likewise the amount of earth in the 
fill is measured and paid for. Generally the question of the haul 
of the excavated material plays no part in the determination of the 
price to be paid under this method. 

In the instant case the two-w’ay method has been adopted. Tlie 
prices which have been allowed for excavation and embankment were 
fixed by the engineer as the result of a study of 42 contracts for 
similar work in the same general section of the country. These con¬ 
tracts were executed during the period 1896 to 1912. The prices 
therein were quoted on the one-way basis and the two-way basis, 
but in the majority of instances the two-w’ay basis was used, the 
price paid ranging from 9 to 19 cents per cubic yard. 

The testimony of the carrier was submitted by three contractors 
and three railroad engineei’s. The testimony of all those witnesses 
was practically the same to the eflect that from 17 cents to 19 cents 
per cubic yard would be a fair price for the earth excavation and 
embankment necessary in a theoretical reproduction of the road. 
The testimony was confined to expressions of opinion as to the 
proper price, and was practically unsupported, although one engineer 
submitted figures showing the cost of work in changing the align¬ 
ment and grade of a railroad already constructed. It is well under¬ 
stood that grading of this character is generally more expensive than 






UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 195 

in original construction, and the figures in this instance have little 
evidential value.. 

Another observation should bo made. It has been the contention 
of the carrier that a great part of the earth in its right of way is 
what is known as “black waxy.” Earth of this character is ex¬ 
tremely difficult to handle in any kind of weather. During a wet 
period it is sticky and in dry weather it solidifies. This kind 
194 of earth is easily recognized, and the record establishes the 
fact that not more than 30 per cent of the right of way is in 
fact “black waxy.” It is fair to assume, therefore, that the wit¬ 
nesses for the carrier based their estimates upon the assumption that 
the major part of the soil which would be encountered in a repro¬ 
duction of the road would be “black waxv,” and since that is not a 

V _ 

fact their estimated prices arc undoubtedly too high. There is 
nothing of record which would justify a change in the price of 15 
cents per cubic yard for excavation. 

For earth embankment, a price of 13 cents per cubic yard has 
been fi.xed. The contention is made that there is no warrant for 
a difference in price for excavation and embankment. When the 
field work in this case was completed, our engineer reached a price 
of 15 cents for embankment. The quantity to which this price was 
applied was limited to the exact measurements of embankments. It 
is well known that in order to make an embankment of specified di¬ 
mensions, it is necessary to place in that embankment a certain 
amount of additional earth for shrinkage. In the territory through 
which this road runs, it has been customar}^ for the contractor to 
quote his price upon the basis of the size of the embankment desired 
and to place a sufficient quantity of earth in the embankment to 
produce it. In this way the extra amount of earth which must be 
furnished to take care of shrinkage is given consideration in the 
price. This method was followed in the instant case. However, 
after conference between officials of the bureau, it was decided that 
the best way to treat this matter was to compensate for shrinkage in 
the quantities. This procedure contemplates the addition of a cer¬ 
tain amount to the quantities which arc found in the embankment 
after measurement. Ten ])cr cent was arrived at, as a proper per¬ 
centage to allow for such shrinkage. After it was decided to adopt 
this method it was necessary, in order to avoid duplication, to reduce 
the price applied by 10 per cent. This resulted in a price of 131/4 
cents per cubic yard for embankment as compared with 15 cents per 
cubic yard for excavation. It will be noted that under the two 
methods of compensating for shrinkage, the amount arrived at is 
substantially the same. From the facts of record we are of the 
opinion that the price of 13 Vo cents per cubic yard employed for the 
exact quantities found in embankments, increased by 10 per cent 
to take care of shrinkage, will do full justice. 

The same chai’acter of evidence was introduced by the carrier with 
respect to loose-rock excavation, solid-rock formation, and hardpan. 
There is nothing of record, however, which would warrant a change 
in the prices found. 


196 

195 


UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 


The cost of reproduction new of grading, as set forth in 
the tentative valuation, is approved. 

Account No. 6, bridges, trestles, and culverts .—The tentative 
valuation shows as the cost of rcprmluction new $387,792 for bridges, 
trestles, and culverts wholly owned and used, and the carrier claims 
$532,222. The items concerning which there is dispute arc pile and 
timber trestles, bois d’arc piles, treated pine piling, untreated long- 
leaf pine piles, untreated pine caps, bois d’arc caps, untreated pine 
stringers, untreated pine guard rails, and secondhand dump planks. 

An exhibit was introduced by the carrier to show that the prices 
used by our engineers for the materials named above, with the e.xccp- 
tion of bois d’arc piles and caps, are too low. This exhibit was based 
upon prices claimed to have been paid by the Atchison, Topeka & 
Santa Fe Railway Company for similar work. In this connection it 
should be stated that the prices applied by the bureau of valuation, 
under this account, were arrived at after consideration of returns 
made in compliance with Valuation Order No. Id heretofore referred 
to, and the Santa Fe project, concerning which the exhibit referred 
to above was filed, was considered by the bureau. The carrier intro¬ 
duced evidence to show that the return under Valuation Order No. 
14, for this particular piece of work, was made in haste and the prices 
contained therein were not correct, and that the basis contained in 
the exhibit introduced at the hearing should be sul)stituted therefor. 
It should be further stated, however, that the return referred to was 
sworn to at the time of its submission. From a careful review of the 
evidence we are of the opinion and find that the prices adopted by 
the bureau will do full justice. 

With reference to the bois d’arc piles and caps considerable testi¬ 
mony was introduced to show that the supply of bois d’arc is e.x- 
hausted, at least so far as the larger sizes are concerned. Our en¬ 
gineer in charge of the valuation work with respect to this carrier 
is of the opinion, however, that sufTicient bois d’are to reproduce the 
property of the carrier in kind could be obtained in eastern Texas. 
It was also testified by the carrier that some of the bois d’arc in place 
upon the line of the carrier has been in place for GO years and that 
it is practically indestructible. Its life is claimed to be at least 100 
years, while that of treated pine, the best known substitute, is only 
12 3 ’ears. From this it is argued that it would be unfair in repro¬ 
duction to substitute material which lasts only 12 years for bois 
d’arc. the life of which is indefinitely long. We are of the opinion 
that the question of whether or not the supply of bois d’arc is ex¬ 
hausted is immaterial. We are required to estimate the cost of 
^producing the railroad as it exists on valuation date. . In many 
instances it will be impossible to reproduce in kind, and we must 
therefore reproduce a plant by the substitution of the best 
196 known availalde and practicable materials. In the instant 
case such a substitute would be treated pine. Since the cur¬ 
rent price for treated pine is approximately the same as that used for 
bois d’arc, based upon past sales of these materials, it is clear no in¬ 
justice would be done if a substitution became necessary, which is 
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not entirely celar from the record. It follows that the prices taken 
in the tentative valuation are approved. 

In the construction of the road certain secondhand dump plank 
was used. In reproduction the prices for secondhand plank in the 
same condition as when installed have been adopted. Objection is 
made that this should not be done, but that the prices of new plank 
should be used. From our discussion of secondhand materials, in 
an earlier part of this report, it follows that the action of the bureau 
in this regard is approved. 

Account No. 8, ties .—Tlie tentative valuation allows $272,688 for 
ties wholly owned and used, whereas the carrier claims $280,950. 
The only item in dispute is burnettized pine ties. AVe have applied 
a unit price of 56 cents per tic, while the carrier claims 68% cents. 
There are 64,081 of these ties. 

In valuation section No. 2, jointly owned by the carrier and the 
Houston & Texas Central Railroad Com])any, there are 71 of these 
ties, and in valuation section No. 5, jointly owned by the carrier and 
the St. Louis Southwestern Railway Company of Texas, there are 144. 

The bureau is convinced that the price of 56 cents per tie which 
was applied is too low and recommends that it be increased to 69 
cents per tie. Tlie cost of reproduction new of ties wholly owned 
and used will be increased to $281,112, and the cost of reproduction 
less depreciation to $140,556. The cost of reproduction new of ties 
jointly owned and used by the carrier and the Houston & Texas 
Central Railroad in valuation section No. 2 will be increased to $393 
and cost of reproduction less depreciation to $197. The cost of 
reproduction new of ties jointly owned and used by the carrier and 
the St. Louis Southwestern Railway Company of Texas will be in¬ 
creased to $1,875 and the cost of reproduction less depreciation 
to $938. 

Account No. 0, rails .—Tlie tentative valuation sets forth $525,134 
as the cost of reproduction new of rails wholly owned and used, 
whereas the carrier claims $538,183. A price of $34.55 per ton 
has been applied as the cost of new rails and a price of $24 per ton 
for relay rails. No protest has been directed against the price for 
new rails, but the carrier claims that not less tlian $29.50 per ton 
should be applied to relay rails. No testimony, ,however, as to the 
insufliciency of the unit price has been submitted. In its briefs 
the carrier cont^ends that the price of $24 per ton should be increased 
to $34.55 per ton upon the premise that the price of new 
197 rails should be set forth in cost of reproduction new, notwith¬ 
standing the fact that relay rails w'cre used in original con¬ 
struction. This contention has been disposed of by the discussion 
relating to ^^secondhand materials.” 

As nothing in this record tends to show that $24 per ton for re- 
laying rails is too low, the amount included in the tentative valua¬ 
tion under this head is approved. 

Account No. 11, ballast .—The sum of $210,637 lias been estimated 
as the cost of reproduction new of ballast wholly owmed and used, 
and the carrier claims $287,697. 
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The ballast which has been used by the carrier is made up of 
cinders, sand, crushed stone, and burnt clay. The prices reported by 
us in reproduction and those claimed by the carrier are given below: 



ReiK)rtcd, 

Claimed, 


ixjr cubic 

per cubic 


yard. 

yard. 


Cents. 

Cents. 

Cinders . 

. 15 

36 

Sand . 

. 15 

36 

Crushed stone. 

. 65 

80 

Burnt clay. 

. 80 

130 


The cinders which are in the roadbed were produced by the carrier 
in the course of its operations. For the purpose of reproduction it 
has been assumed that the cinders would be obtained in the same 
manner. Under our accounting rules carriers are not permitted to 
charge to the ballast account any amount for cinders which are 
secured in this way, although they arc permitted to charge for the 
expense of placing the cinders at the point where they are to be used. 
The price of 15 cents is made up of 10 cents for loading and 5 cents 
for unloading, to which has been added onc-lialf cent per ton-mile 
for an estimated average haul. No testimony has been submitted 
which would justify a change in this amount. 

The sand which was used by the carrier was obtained from sand 
pits along its right of way. In the theoretical reproduction of tlie 
property it has been assumed that the same pits would be available. 
Nothing has been allowed for the sand itself. This is fair when it is 
borne in mind that our land report includes the value of the sand 
pit before the sand is removed. The price of 15 cents embraces 10 
cents for loading and 5 cents for unloading. One-half cent i)er ton- 
mile for an estimated average haul has been added to this figure. 
Testimony was offered to show that the cost of loading sand is from 


12 to 15 cents per cubic yard, but our data, based upon actual con¬ 
tracts for similar work, justify the price of 10 cents. 


No testimony was introduced with reference to the jirice used for 


crushed stone. 


198 It is with respect to burnt-clay ballast that the testimony of 
the carrier is principally concerned. Its chief witness intro¬ 
duced an exhibit purporting to show that the price of burnt clay 
ballast produced upon the St. Louis Southwestern Railway at the so- 
called Josephine, Tex., pit was $1.G0 per cubic yard. This exhibit 
was analyzed by our accountants and certain charges were found in 
the account which were improper. After eliminating the items 
which it is known should not have appeared in the account, the price 
per cubic yard was materially reduced. However, a further consid¬ 
eration of the facts of record leads to the conclusion that a price of 
80 cents per eubic yard is too low, ami that a price of $1 per cubic 
yard should be accepted. The tentative valuation will be corrected 
upon this basis. 
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Account No. 12, tracklaying and surfacing .—The estimate of 
our engineer as to the cost of reproduction new of tracklaying 
and surfacing wholly owned and used, as set forth in the tenta¬ 
tive valuation, is $207,502, whereas the carrier claims $268,319. 
At the time the estimate was made, the engineering program for 
the reproduction of the property contemplated the ballasting of the 
road lx?fore operations began. When this is done, it is unnecessary 
to provide as good a surface as when the ballasting is done after 
operations begin. All that is necessary is to provide a sufficient sur¬ 
face to permit the running of a work train over the tracks for 
transporting the ballast. A surface of this kind is called a run¬ 
ning surface. After further consideration, our engineer believed 
that the better procedm’e to follow would be to assume that bal¬ 
lasting would take place after operations began. This course hav¬ 
ing been adopted, it was necessary to allow for a surface of suffieient 
durability to provide for the movement of traffic until the ballast 
was placed in position. This is called a full earth surface and is 
necessarily more expensive to construct than a running surface. On 
account of this change in tlie program the bureau has recommended 
an increase in the amount estimated under this account. In the esti¬ 
mate $780 per mile of road has been employed, and the bureau sug¬ 
gests that this amount be increased by $120 per mile. We are of the 
opinion that $000 per mile of road for tracklaying and surfacing is 
reasonable and the valuation will be eorrected upon this basis. 

Account No. /J, crossings and signs .—The tentative valuation 
has stated for crossings and signs wholly owned and used $29,565, 
whereas the carrier claims $30,451. The carrier contends that the 
prices for excavation and embankment should be increased. It al¬ 
leges that the same prices for these items should be applied in this 
account as are applied in Account No. 3, grading. This is con’ect, 
and that is what was done in arriving at $29,565. We have 
199 approved a price of 15 cents per cubic yard for excavation and 
13^/2 cents per cubic yard for embankment in the grading ac¬ 
count. This is equally true with respect to property jointly owned 
and used. 

Account No. 20, telegraph and telephone lines .—There has been 
included in the tentative valuation for telegraph and telephone lines 
wholly owned and used $130, while the carrier claims $8,857. The 
$130 covei’s the estimated cost of reproduction of a telephone lino 
from the general offices of the carrier to its machine shops, both at 
Terrell. 

The telegraph line along the right of way of the carrier consists 
of three wires from Ennis to Kaufman, four wires from Kaufman to 
Terrell, three wires from Terrell to Greenville, and three wires from 
Commerce to Paris. There are also three wires from Greenville to 
Commerce paralleling the right of way of the St. Louis Southwestern 
Railway Company of Texas. The carrier has the exclusive use of 
one wire from Ennis to Paris and the Western Union Telegraph 
Company has the exclusive use of the remaining wires. The labor 
of constructing all the telegraph lines from Ennis to Paris was per¬ 
formed by the carrier but the materials were furnished and are owned 
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by the telegraph company. In view of the fact that title to this 
property is in the telegraph company the bureau allowed nothing to 
the carrier in estimating tlie cost of reproduction new. 

A telegraph line is necessary in tlie conduct of the business of the 
carrier and for the purposes of estimating eost of reprorluction new 
of its property it is assumed that it would equip itself with this 
facility in the same manner that it did originally. Therefore the 
carrier would be obliged to perform the same amount of work in a 
theoretical reproduction of the property as it did in original con¬ 
struction. Such work estimated at prices prevailing on valuation 
date would amount to $8,715 This amount will be added to the cost 
of reproduction new as stated in the tentative valuation. 

Account No. 39, assessments for public improvements. —For rea¬ 
sons set forth in an earlier part of this report, the omission under 
this head is approved. 

Account No. 1, engineering. —The general principles which shall 
govern in estimating this account have already been discussed and 
stated. The tentative valuation has included on account of engineer¬ 
ing $54,926, whereas the carrier claims $126,700. The figure was 
arrived at upon the synthetical basis, before the percentage plan was 
adopted, and represents the estimate of our engineer for property 
wholly and jointly owned and used by the carrier. When the per¬ 
centage plan was adopted by the bureau, the allowance figured about 
2.15 per cent of the total amount of investment in the road accounts 
exclusive of engineering and land, and it was allowed to stand. 
200 The sum claimed by the carrier is between 5 and 6 per cent of 
the total amount of such accounts. On acco\mt of the in¬ 
crease in the estimates for cost of reproduction new of certain items 
made herein in the road accounts, the amounts stated above repre¬ 
sents less than 2 per cent and must be inerea.sed. Upon further con¬ 
sideration we think that while the reproduction of the road would 
present no engineering difficulties, the percentage should be increased 
to 214 per cent. Upon this basis the amount of engineering for 
property wholly owned and used would be $58,778; for valuation 
section No. 2, jointly owned by the carrier and the Houston & Toxas 
Central Railroad, $45; for valuation section No. 3, jointly owned by 
the carrier and the Texas & New Orleans Railroad, $58; for valua¬ 
tion section No. 4, jointly owned by the carrier and the Mis.«ouri, 
Kansas & Texas Railroad of Texas and St. Louis Southwestern Rail¬ 
way of Texas, $113; and valuation section No. 5. jointly owned by 
the carrier and the St. Louis Southwestern Railwav Company of 
Texas, $814. These amounts will be shown in the final valuation, 
which will also show the Texas Midland’s assignable proportions 
thereof. 

Account No. 55, motor equipment of cars. —The tentative valua¬ 
tion states the cost of reproduction new of motor equipment of 
curs wholly owned and used as $57,020, whereas the carrier claims 
$57,780. The carrier owns two motor pa.sscnger cars, and at the 
time of their purchase had no one in its employ capable of operating 
them. While it is not entirely clear from the record, it appears 
that these cars were delivered by the manufacturer ready for opera- 
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tion and that no setting-up charge was necessary. However, at the 
request of the carrier, the manufacturer loaned the services of two 
men to educate employees of the carrier to operate these cars. The 
expenses in connection with the employment of these men amounted 
to $760, and it is claimed that this figure should be included in the 
cost of reproduction new. The exclusion of this amount from the 
tentative valuation is approved. 

Account No. 57, ivork equipment .—The tentative valuation states 
the cost of reproduction new of work equipment wholly owned and 
used as $73,236, whereas the carrier claims $75,736. The item 
in dispute in this account is a locomotive crane. The carrier pur¬ 
chased this crane secondhand for $5,000. It is asserted that previous 
to its acquisition the crane had been in service only four or five days, 
and that it was worth its market value new, or $7,500. The tentative 
valuation placed it as $5,000 plus $831 freight from Cleveland, as 
the cost of reproduction new, while the carrier contends that $7,500 
plus $831 freight should be allowed. The estimate of $5,000 was 
based upon the market price of a crane in the same condition as this 
one was when it was purchased by the carrier and placed in 
201 its present service. This method was approved in our pre¬ 
vious discussion relative to “secondhand materials.” 

General E.rpendlture Accounts Nos. 71 to 77, Except Account No. 
76, Interest Durlnfj Construction .—In cost of reproduction new, 
under general expenditures, exclusive of interest during construction, 
the tentative valuation fixed $32,002, wliercas the carrier claims 
$147,750. During the progress of the work of valuation in this case 
the engineer built up tlie general expenditure accounts by estimating 
each account, but subsequently the bureau adopted a method of in¬ 
cluding 1^2 ])er cent of the total amount of investment in the road 
accounts, exclusive of land, plus any charter fee or fees which are 
more than nominal in amount. AVe have approved this method in a 
])revious portion of this report. Xo unusual charter fee has been 
]»aid by the carrier in this proceeding, and in the cost of reproduction 
new, under the general expenditure accounts figured upon the basis 
set forth an amount of $40,034, will be inserted in the valuation. 
Estimates upon the same basis will be included in the report on the 
property jointly owned and used. 

Account No. 76, Interest During Construction .—The tentative 
valuation found $144,601 as tlie cost of reproduction new of interest 
during construction, whereas the caiTier claims $264,487. In esti¬ 
mating the figure the engineer considered the amount of money 
needed each month in the reproduction of the property based upon 
the program of construction, and applied the interest rate to one- 
half of the total expenditures in the road accounts, with the excep¬ 
tion of land, for the total period allowed for construction. The 
niethod which the bureau has adopted with respect to this item has 
been discusj^ed and approved in an earlier part of this report. In 
accordance with that method $144,280 will be inserted under this 
head for property wholly owned and used. This figure is computed 
at 6 per cent on the total investment in the road and general ex¬ 
penditures accounts, with the exception of land and interest diu:ing 
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construction, for one-half the construction period, plus three montlis. 
To this has been added 6 per cent on the total investment in the 
equipment accounts for three months. Interest during construction 
figured upon this basis, will be included in the valuation of property 
jointly owned and used. 

Contingencies .—In the tentative valuation we did not make any 
allowance for contingencies as such, and the carrier claims that 
J^149,838 should be arrived at under this head. We have discussed 
and approved the action of the bureau in excluding this item. 

Depreciation. 


The act requires us to report in detail as to each piece of property 
“the cost of reproduction less depreciation.” In complying 
202 with this requirement the bureau has treated depreciation as 
the exhaustion of capacity for service. It has impiired how 
much of such capacity existed when new, what part has been used 
up, and what part still remains. It stales the remaining capacity 
as a fraction of which the total is the denominator and the part re¬ 
maining the numerator. Taking cost of repnKluction new the de¬ 
preciation which has already accrued is subtracted, due considera¬ 
tion being given to salvage or scrap when this exists, and the re¬ 
mainder is given as cost of reproduction less depreciation. 

The carrier insists that this conception of depreciation is wrong, 
that the inquiry should be whether tlie property is in 100 per cent 
efiiciency. So long as it is maintained at 100 per cent elliciency, or 
what comes to the same thing, so long as there is no deferred main¬ 
tenance, there can be no depreciation. 

This is clearly stated in the brief of the carrier, where it is said: 


It is apparent, from the testimony received on the subject of de¬ 
preciation and from the questions and statements of the Director 
during the introduction of the same, that the principal difference if* 
one of definition of depreciation. The witnesses called by the car¬ 
riers—men of candor, ability and experience—while fully recogniz¬ 
ing deterioration from age and use and the necessity (»f repairs and 
replacements of perishable elements, state that in the absence of de¬ 
ferred maintenance there is no depreciation. 


It will be seen, therefore, that the question presented by the rec¬ 
ord in this case for determination touching depreciation is whether 
the theory of the bureau or that of the carrier is correct. 

When the act was passed the phrases “cost of reproduction new” 
and “cost of reproduction less depreciation” had come to have a 
clearly defined and well understood meaning. The conception of 
depreciation as used in this connection was the equivalent of that 
]>ut upon it by the bureau. Tlicre were dilferences of of)inion a.s to 
the part which physical deterioration and functional depreciation 
should play and all persons were not agreed whether depreciation 
and life were essentially identical; that is, whether an article might 
not depreciate more rapidly in the first years of its existence than in 
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the last, or vice versa, but all were agreed upon the fundamental con¬ 
cept that depreciation means decline in value due to loss of capacity 
for service. An article was assumed to have incorporated in it a cer¬ 
tain amount of use when new; a certain part of that use had gone; 
and so much remained. 

Reference might be made to hundreds of instances in which this 
idea of depreciation when the act was passed had been used in valua¬ 
tion proceedings by individuals, by commissions, and by courts. It 
is doubtful if any case can be found where it had been deliberately 
assumed that depreciation and deferred maintenance were synony¬ 
mous. 

203 Not only have valuators and utility commissions adopted 
this view of depreciation, but the same definition has been as¬ 
sumed and acted upon by courts, including the Supreme Court of 
the United States. 

This question was first definitely before that court in Knoxville v. 
Water Co., 212 U. S., 1. It was held that in determining the value 
of a water plant upon the basis of reproduction cost, the depreciation 
which had already accrued must be taken into account. It is evi- 
dent from the language of the opinion that the depreciation which 
the court had in mind was exactly the kind of depreciation which 
the bureau has applied. The court said, at pages 9 and TO: 

The cost of reproduction is one way of ascertaining the present 

value of a ])lant like that of a water company, but that test would 

lead to obviously incorrect results if the cost of reproduction is not 

diminished by the depreciation which has come from age and use. 
★ ♦ ★ 

* * * The items composing the plant depreciate in value from 

year to year in a varying degree. Home pieces of property, like 
real estate, for instance, deprc'ciale not at all, and sometimes, on the 
other hand, ai>preciate in value. Hut the reservoirs, the mains, the 
service pil»es, structures upon real estate, .standpipes, ])umps, boilers, 
meters, tools and a]>pliances of every kind begin to depreciate wdth 
more or less rajudity from the moment of tlieir tirst use. It is not 
easy to fix at any given time tl)e amount of dc|)reciation of a plant 
whose com))onent jairts are of different ages with different expecta¬ 
tions of life. But it is clear tliat some substantial allowance for de- 
fU'cciation ought to have l)een made in this case. * * * 

On pages 13 and 14 the following occurs: 

A water plant, with all its additions, begins to depreciate in value 
from the moment of its use. Before coming to the question of profit 
at all the company is entitled to earn a sufficient sum annually to 
provide not only for current repairs but for making good the de- 
preeiation and replacing the ])ar(s of the property when they come 
to the end of their life. The company is not bound to see its prop¬ 
erty gradually waste, without making |)rovision out of earnings for 
its "replacement. It is entitled to see that from earnings the value 
of the property invested is kept unimpaired, so that at the end of 
any given term of yeai’s the origiiuU investment remains as it was 
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at the beginning. It is not only the right of the company to make 
such a provision, but it is its duty to its bond and stock holders, and, 
in the case of a public service corporation at least, its plain duty to 
the public. 

This case is full authority for the proposition that depreciation is 
not deferred maintenance but covei's loss of capacity for use due to 
age, inadequacy, etc. 

The Supreme Court approves tlic same idea of depreciation in 
Cedar Rapids Gas Co. v. Cedar Rapids, supra. The report of that 
case docs not clearly show the manner in which depreciation was 
treated, but the record docs. The master determined the cost of re¬ 
production and subtracted from that the depreciation estimated ac¬ 
cording to the rule approved by the court in the Knoxville 
204 Water Case, supra. The gas company did not attack the cor¬ 
rectness of this method, but claimed that a sufficient amount 
was not allowed for depreciation in stating its annual net return. 
The valuation as fixed by the master and by the court below was ap¬ 
proved by the Supreme Court at page 670 in the following language: 

In this case the court fixed a value on the plant that considerably 
exceeded its cost and estimated that under the ordinance the return 
would he over 6 per cent. Its attitude was fair and we do not feel 
called upon to follow the plaintiff into a nice discussion of details. 
We perhaps should have adopted a rule as to depreciation somewhat 
more favorable to the plaintiff, or, it may be, might have allow’cd 
this or that item that the state court struck out, but there is nothing 
of which we can take notice in the case that could warrant us in 
changing the result or in saying that the plaintiff did not get as 
much as it could expect when leave was reserved for it to try again. 

To the same import is Des Moines Gas Co. v. Des Moines, supra. 
The questions presented to the court in this case were upon going- 
concern value and the cost of replacing certain pavement, but the 
method of valuation was approved. The master had determined the 
value of the property by ascertaining the cost of reproduction new’ 
and subtracting therefrom depreciation. That this depreciation 
which the court approved was not mere deferred maintenance but 
w’as estimated upon the theory applied by the bureau clearly appears 
from the language of the court on pages 161 and 162: 

What is called in this summary “the present value of physical 
}>roperty,” the report shows was arilved at by the master in the man¬ 
ner following: lie first found what he thought was the base value of 
the property, i. e., “what it w'ould cost to produce it at the present 
time new’, without adding thereto any overhead charges.” This fig¬ 
ure he fixed at .$1,075,026. To this he added overhead charges, 15 
per cent—$296,254. From this he deducted depreciation, $303,878, 
leaving as the value of the property thus ascertained, $1,937,402. 

The Minnesota Rate Cases, supra, are full authority for this same 
proposition. The question before the court was upon the value of 
the property of certain carriers. The master in determining this 
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value had ascertained the cost of reproduction new but had declined 
to make any deduction on account of depreciation, holding that ap¬ 
preciation in its various forms would more than offset depreciation. 
This method of treatment was disapproved by the Supreme Court, 
which held that appreciation if it existed should be shown and that 
depreciation must be subtracted. 

What the court meant by depreciation clear!}" appeal’s from the 
opinion, where on pages 456 and 457 it is said: 

Tlie master allowed the cost of reproduction new without deduc¬ 
tion for depreciation. It was not denied that there was depreciation 
in fact. As the master said, “cver^’thing on and above the roadbed 
depreciates from wear and weather stress. The life of a tie is from 
eight to ten years only. Structures become antiquated, inadequate, 
and more or less dilapidated. Ballast requires renewal, tools 
205 and machinery wear out, cars, locomotives, and equipment, 
as time goes on, are worn out or discarded for newer types.” 
But it was found that this depreciation was more than offset by ap¬ 
preciation; * * *. 

We can not approve this disposition of the matter of depreciation. 
It appears that the master allowed, in the cost of reproduction, the 
sum of $1,613,612 for adaptation and solidification of roadbed, this 
being included in the item of grading and being the estimate of 
the engineer of the state commission of the proper amount to be 
allowed. It is also to be noted that the depreeiation in question 
is not that which has been overcome by repairs and replacements, 
but is the aetual existing depreciation in the plant as compared with 
the new one. It would seem to be inevitable that in many parts of 
the plant there should be such depreciation, as for example in old 
structures and equipment remaining on hand. And when an esti¬ 
mate of value is made on the basis of reproduction new, the extent 
of existing depreciation should be shown and deducted. This ap¬ 
parently was done in the statement submitted by this company to 
the Interstate Commerce Commission in the Spokane Rate Case in 
connection with an estimate of the cost of reproduction of the entire 
system as of March, 1907. (See 15 I. C. C. Rep. 305, 396.) * * * 

The Knoxville Water Case was decided in 1909, the Minnesota 
Rate Case in 1913. In the interval much had been said upon this 
subject of depreciation but the above quotation clearly shows that 
the Supreme Court had in no respect departed from the rule origi¬ 
nally laid down. 

It may also be noted that the view of our own court of final resort 
is identical with that adopted in England as appears from National 
Telephone Co. v. His Majesty's Postmaster General, 16 A. T. & T. 
Co. Com. Leaflets, 491, 509. That case grew out of the taking over 
by the English government of the property of the National Tele¬ 
phone Company and the Court of the Railway & Canal Commission 
of Great Britain held that depreciation mast be deducted from cost 
of reproduction and that it should be reckoned upon the straight- 
line method, exactly as has been done in the pending case. 
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It is clear, therefore, that when the act was passed, the word “de¬ 
preciation’^ as used in the phrase “cost of reproduction less deprecia¬ 
tion” had acquired a definite meaning. It must be assumed that 
Congress used the word in that sense. Nor is there to-day any other 
recognized meaning. We approve and adopt the definition of de¬ 
preciation which the bureau has applied in this case. 

While this disposes of tlie general contention made by the carrier 
upon this record and while no general discussion of the evidence 
presented seems necessary, a word should perhaps be said as to one 
phase of that testimony. 

Many witnesses were produced by the carrier who testified that 
certain articles, especially rolling stock, could by repairs and re¬ 
newals be indefinitely continued in service and that therefore it was 
impossible to assign to such articles a total life or a remaining life. 

This testimony does not tend to siqiport the contention of 
206 the carrier that depreciation and deferred maintenance are 
i<lentical. Even though it may be possible to prolong with¬ 
out limit the life of a car by supplying dilTerent parts as they wear 
out, it would by no means follow that an old car is of the same value, 
estimated either in dollai’s or in service units, as a new car; the real 
point of the testimony is that the method of the bureau can not as 
a practical matter be applied. 

This testimony does not state the exact fact. Cars do go out of 
son ice, but it is true that ordinarily a new car of the same type would 
not be ordered to replace the old car. In other words, cal’s are 
ordinarily sent to the scrap heap because they are obsolete or in¬ 
adequate rather than because they can not be repaired. 

That this fact is fully recognized by the bureau in its depreciation 
methods will be seen by observing the manner in which a car, for 
example, is depreciated. While the life of the car itself may be in¬ 
definitely prolonged, the dilfcrent parts of that car wear out and 
must be replaced. The car is therefore divided into three such parts, 
the trucks, the underframe, and the body, and each one of these parts 
is depreciated by itself. The three are then combined into a weighted 
average from which the condition per cent of the car is determined. 
The weighted average may be taken itself as the condition per cent 
or may be reduced if the type of the car is such that its use will not 
be continued in the future. 

The Siiine rule is applied to locomotives and other rolling stock 
and also in a degree to certain buildings and structures. 

While no general attack was made upon the manner in which de¬ 
preciation had been estimated in case of the Texas Midland, if the 
principle underlying our methods was correct, there is a suggestion 
that too short a life has been applied to rail in the main track and to 
bois d’arc timber in the various uses where it is found. In the tenta¬ 
tive report 25 years had been named as the life of the rail in the 
main line. After conference between the carrier and the bureau 
the bureau recommended that this item be increased to 40 years, 
which appears to be sufficient, although no definite figure can be 
named with absolute certainty. The life of bois d’arc has for the 
purpose of this case been taken as 100 years, wdiich w’ould not seem 
to require re\’ision. 



UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 


207 


Lands. 


Tlie protest raises two questions, which in fact are one: (1) Shall 
the Ooniniission ascertain and report the reproduction cost of carrier 
lands, and (2) shall the Commission ascertain and report the present 
cost of condemnation and damages or of j)urchase of the carrier’s 
lands? Together these questions presemt the issue as to the duty of 
the Commission to report the reproduction cost of lands. 
207 What is meant by present value, as the term is used in the 
tentative valuation, is thus defined bv the director of valua¬ 
tion : 

Present value * * * ig arrived at by ascertaining the num¬ 

ber of acres of land owned or usc'd by the carrier for its purposes as 
a common carrier and multiplying this acreage by a market value 
determined from the present market value of similar adjacent and 
adjoining lands. Due allowance is made for any peculiar value 
which may attach by reason of the peculiar adaptability of the land 
to railroad use. 


Nothing is included for the expense of acquisition, nor for sever¬ 
ance damages, nor for interest during construction. 

The second paragraph in the act, entitled “First,” is general in 
terms, and directs the Commission to ascertain and report in detail 
as to each piece of property owned or used by the common carrier 


under investigation for its purposes as a common carrier, the original 
cost to date, the cost of reproduction new, the cost of reproduction 


less depreciation, and an analysis of the methods by which these 
several costs are obtained, and the reasons for their dilYerences, if 


any. There is no substantial question raised by the protest as to 
the reporting of original cost to date of lands. The essential ques¬ 
tion is with respect to the reporting of the cost of reproduction new. 


The paragraph of the act entitled “Second” requires: 

Such investigation and report shall state in detail and separately 
from improvements the original cost of all lands, rights of way, 
and terminals owned or used for the purposes of a common carrier. 


and ascertained as of the time of dedication to public use, and the 
present value of the same, and separately the original and present 
cost of condemnation and damages or of purchase in excess of such 


original cost or present value. 

The paragrapli entitled “Third” relates to property held for pur¬ 
poses other than those of a common carrier; and such investigation 
and report is required to show separately such property, and the 
original cost and present value of the same, together with an analysis 
of the methods of valuation employed. 

The sixth paragraph, entitled “Fifth,” relates in part to land 
grants, which are not here involved. The paragraph also provides: 

The Commission shall aseertain and report the amount and value 


of any aid, gift, grant of right of way, or donation, made to any 
such common carrier, or to any previous corporation operating such 


property, by the government of the United States or by any state, 
county, or municipal government, or by individuals, associations, 
or corporations. 



208 


UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 


It was suggested upon argument that the paragraph entitled 
‘^Second” could apply only to properties as to which there had been 
an original cost, and that lands which cost the .carrier or its prede¬ 
cessors nothing were governed by the paragraph entitled “Fifth. 
It was urged that lands which cost the carrier nothing were to be 
excluded from the direction in paragraph “Second” as to the ascer¬ 
tainment of tlie original and present cost of condemnation 
208 and damages or of purchase in excess of such original cost 
and present value. Unless tlie present cost of condemnation 
and damages or of purchase is to be reported, which is not con¬ 
templated by the tentative report, it is unnecessary to construe these 
two paragraphs with respect to this contention. Applying familiar 
rules of statutory construction, the fact that lands, rights of way, and 
terminals are given specific detailed treatment in paragraphs “Sec¬ 
ond” and “Fifth” of the act points out that the latter specific re¬ 
quirements are to be followed rat liter than the preceding general 
language. 

However, the direction in paragraph entitled “Second” for the 
ascertainment of the present cost of condemnation and damages or 
of purchase in effect calls for a finding as to the cost of reproduction 
of these lands. Must this be done, and can this be done? It seems 
elementary that the cost of reproduction can be estimated only by 
assuming that the thing in question is to be produced again, and 
that if it is to be produced again, it is to be taken as not existent. It 
seems sophistry to contend that lands of the railroad can be produced 
again at a cost to the railroad without rii*st making the assumption 
that they are no longer lands of the railroad; and this necessary 
assumption carries with it the mental obliteration of the railroad 
itself. 

Considerable testimony was produced to the effect that in the ac¬ 
quisition of a railroad right of way it is necessary for the carrier 
to pay sums in excess of the value of the land if measured by the 
present or market value of similar contiguous lands, and this be¬ 
cause of the elements which have been enumerated and embraced in 
the protest, such as cost of acquisition, damages to the severed prop¬ 
erty, cost of buildings and other improvements, accrued taxes and 
various incidental rights. It was testified that inquiry had shown 
that a relationship could be found in particular eases between the 
sums which the carrier must pay and the present or market value 
of a like area of similar, contiguous property; and it was claimed 
that such sum could be estimated in advance of construction within 
a few per cent of the amount which would actually be required. 
There is also testimony that certain state commissions, in attempting 
to determine the cost of repro<luction of railroad lands, had made use 
of multiples of the value of adjacent, similar land for this puiqwse. 

But it will be observed that in each of these cases, other than the 
state commission valuations, the testimony before us related to the 
actual production of a railroad where no railroad had been before; 
and in none of these cases did the facts exist which necessarily must 
be assumed for a rational conception of the process of reproduction. 
That there is a marked difference between assuming in advance the 
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total cost of acquisition, whether as the result of condemna- 

209 tion and damages paid or of purchase, in excess of the present 
value of similar lands in the vicinity, when no railroad has 

been constructed or is in operation, and the attempt to ascertain and 
state the cost of reproducing or reacquiring, at the present time, 
lands which actually have been severed from the adjacent property, 
have been converted into a railroad, and are being occupied oy an 
operating rail carrier, seems clear. 

We are unable to ditlerentiate the character of testimony before us 
from that which was before the Supreme Court in the Minnesota Rate 
Cases, supra. That decision, rendered June 9, 1913, slightly over 
three months after the enactment of the act, was the climax of a 
long series of attempts made by various state commissions and 
courts to apply the cost of reproduction theory to railroad lands. 

The Supreme Court pointed out the nature of the assumptions 
which must be made in the endeavor to apply the cost-of-repro¬ 
duction theory to lands. In those cases was involved the estimate of 
the value of the property of the railroad within the state of Minne¬ 
sota as a necessary factor in determining whether the legislative- 
made rates at issue were confiscatory. Tlie question presented, said 
the Court, was as to the soundness of the underlying estimate of 
value, and whether it might be accepted as a basis for a finding that 
the rates were confiscatory. 

In the master’s report was an item for “lands for right-of-way, 
yards, and terminals, $21,024,502,” which did not include any im¬ 
provements. This value was arrived at by adding 5 per cent to the 
appraisement of the terminal properties “for the cost of acquisition 
and consequential damage,” and 25 per cent was added in the case 
of the Duluth terminals for railway value, cost of acquisition, and 
consequential damages. The manner in which the base figure was 
deduced is afterwai’ds stated herein. There was a protest by the 
state authorities against the sum so reported, and the court thus sum¬ 
marizes the basis for the protest: 

It is contended that the valuation was made upon a wrong theory; 
that it is a speculative estimate of “cost of reproduction”; that it is 
largely in excess of the market value of adjacent or similarly situated 
jiropcrty; that it does not represent the present value, in any true 
sense, but constitutes a conjecture as to the amount which the rail¬ 
way company would have to pay to acquire its right-of-way, yards 
and terminals, on an assumption, itself inadmissible, that, while the 
railroad did not exist, all other conditions, with respect to the agri¬ 
cultural and industrial development of the state and the location, 
population, and activities of town, villages, and cities, were as they 
now are. (P. 444.] 

The method pursued in ascertaining the base figures is thus stated 
by the Siqu’ome Court: 

" (a) Landii outside Terminals .—The complainants’ witness was 
Mr. Cooper, the land commissioner of the company, who has 

210 charge of the land grants for its entire system, of its right-of- 
way and land purchases, and has had a wide experience in 
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connection with land values alon" the lines of the railway. In the 
latter part of 1906, the state notified the company to report the value 
of its properties, requiring a statement in one column of the “market 
value” and in another column of the “value for railway purposes.” 
Mr. Cooper was instructed to prepare the valuation for this report. 
From the information he received in special inquiries, and his own 
knowledge, and following what he understood to be the instructions 
from the state, ho set down under the heading of “market value,” 
not the market value in the proper sense of that term, but what in 
his judgment it would cost the railroad company to acquire the 
land. This included an excess which he estimated the company 
would have to pay over the market value of contiguous and similar 
property if it were called upon to undertake such a reproduction of 
its right-of-way. It did not, however, embrace an allowance for 
l)ayments which might have to be made for improvements that pos¬ 
sibly might be found upon the properly in such case, or for the 
consequential or severance damages which might possibly have to 
be met, or for the expense of acquisition. These supposed addi¬ 
tional outlays he undertook to estimate. For this purpose he in- 
cretised the “market value” as stated (in the case of agricultural lands 
generally multiplying it by three) and thus reached the amount set 
down as the “value for railway purposes.” [P. 445.] 

Local real estate experts were employed to appraise the terminal 
properties at St. Paul, Minneapolis, and Duluth. They were in¬ 
structed “to make a conservative report of the cost of reproducing 
the properties owned by the company in each of their respective 
cities.” Mr. Cooper, after discussing with these experts the esti¬ 
mates made by them, employed his own knowledge and formed his 
own judgment, which he reported to the state under the heading of 
“market value.” Ilis estimate of market value was “what it would 
cost the company to purchase these lands, exclusive of improvements 
that might be made upon them, severance and consequential damages 
and expenses incident to acquisition.” The master adopted the 
Cooper figures without change as to the St. Paul and Minneapolis 
terminals, and added 5 per cent to cover the cost of acquisition and 
consequential damages. As the Duluth appraisement seemed to 
have been based upon the ordinary values of real estate, and not on 
as liberal a basis as that at the twin cities, the master added 25 per 
cent for “railway value, cost of acquisition and consequential dam¬ 
ages.” 

In reviewing the findings, the court below reached the conclusion 
that “the master in efiect found that the cost of reproduction and 
the present value of the lands for the terminals in the three gi*eat 
cities, including therein all cost of acquisition, consequential dam¬ 
ages, and value for railroad use which ho allowed, was only about 
30 per cent more than the normal value of the lands in sales between 
private parties. He found the value of the lands outside the ter¬ 
minals to be only twice their normal value.” 

From our examination of the evidence we are unable to con¬ 
clude that the excess stated may be thus limited. What is termed 
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the normal value does not satisfactorily appear. It further 
211 will be observ’ed—from the summary of valuations we have 
set forth in the margin—that the amount thus allowed in 
item 1 for lands, yards, and terminals, both in and out of the three 
cities ($21,024,502), was included in the total on which 4^2 per 
cent was allowed in item 30 for “engineering, superintendence, legal 
expenses,” and again was included in the total on which 5 per cent 
was allowed in item 37 for “contingencies,” and, in addition, was 
included in the total on which 10 per cent was allowed in item 39 
for “interest during construction.” [P. 450.] 

The fundamental objections to the application of the theory of 
reproduction to railway lands are thus stated by the court: 

These are the results of the endeavor to apply the cost-of-reproduc- 
tion method in determining the value of the right of way. It is at 
once apparent that, so far as the estimate rests upon a supposed com¬ 
pulsory feature of the acquisition, it can not be sustained. It is 
said that the company would be compelled to pay more than what 
is the normal market value of property in transactions between pri¬ 
vate parties; that it would lack the freedom they enjoy, and, in 
view of its needs, it would have to give a liigher price. It is also 
said that this price would be in excess of the present market value 
of contiguous or similaily situated property. It might well be 
asked, who shall describe the conditions that would exist, or the exi¬ 
gencies of the hypothetical ownere of the property, on the assump¬ 
tion that the railroad were removed? But, aside from this, it is 
impossilile to assume, in making a judicial finding of what it would 
cost to acquire the propertjq that the company would be compelled 
to pay more than its fair market value. It is equipped with the 
governmental power of eminent domain. In view of its puldic pur¬ 
pose, it has been granted this privilege in order to prevent advantage 
being taken of its necessities. It would be free to stand upon its 
legal rights and it can not be supposed that they would be disre¬ 
garded. [Pp. 450-451.] 

The manner in which the “railway value” was found has been 
stated. It was based on a consideration of the market value in the 
usual acceptance of the word, to which was added what it was esti¬ 
mated it would cost the railroad to acquire the land, and the sum was 
multiplied by three, in the case of agricultural lands, so as to cover 
improvements which might be on the land and the consequential 
and severance damages, and the cost of acquisition. Then the court 
states the usual rules of damages upon condemnation of lands: 

* * * supposing the railroad to be obliterated and the lands 

to be held by others, the owner of each parcel would be entitled to 
receive on its condemnation, its fair market value for all its available 
uses and juirposes. * ♦ ♦ of g^^ch owner, 

his properly had a peculiar value or special adaptation for railroad 
purposes, that would be an clement to be considered. * * * 

still the inquiry would be as to the fair market value of the prop¬ 
erty; as to what the owner had lost, and not what the taker had 
gained. ♦ ♦ ♦ The owner would not be entitled to demand 
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payment of the amount which the property might be deemed worth 
to the company; or of an enhanced value by virtue of the purpose 
for whicli it was taken; or of an increase over its fair market value, 
by reason of any added value supposed to result from its combination 
with tracts acquired from others so as to make it a part of a con¬ 
tinuous railroad right of way held in one ownership. * * * 

There is no evidence before us from which the amount which would 


properly be allowable in such condemnation proceedings can be 
ascertained. [Pp. 451-452.] 

212 The court then points out what must be assumed in an 
attempt to estimate the cost of reproduction of lands: 

Moreover, it is manifest that an attempt to estimate what would 
be the actual cost of acquiring the right-of-way, if the railroad were 
not there, is to indulge in mere speculation. The railroad has long 
been established; to it have been linked the activities of agriculture, 
industry and trade. Communities have long been dependent upon 
its service, and their growth and development have been conditioned 
upon the facilities it has provided. The uses of property in the 
communities which it ser\’es are to a large degree determined by it. 
The values of property along its line largely depend upon its exist¬ 
ence. It is an integral part of the communal life. The assumption 
of its nonexistence, and at the same time that the values that rest 
upon it remain unchanged, is impossible and can not be entertained. 
The conditions of ownership of the property and the amounts which 
would have to be paid in acquiring the right of way, supposing the 
railroad to be removed, are wholly beyond reach of any process of 
rational determination. The cost-of-reproduction method is of serv¬ 
ice in ascertaining the present value of the plant, when it is reason¬ 
ably applied and when the cost of reproducing the property may be 
avseertained with a proper degree of certainty. But it does not justify 
the acceptance of results which depend upon mere conjecture. [P. 
452.] 

The evidence in these cases demonstrates that the appraisements 
of the St. Paul and Minneapolis properties which were accepted by 
the master were in substance appraisals of what was considered to 
be the peculiar value of the railroad right-of-way. Efforts to express 
the results in the terms of a theory of cost of reproduction fail, as 
naturally they must, to alter or obscure the essential character of 
the work undertaken and performed. Presented with an impossible 
hypothesis, and endeavoring to conform to it, the appraiser—men 
of ability and experience—were manifestly seeking to give their 
best judgment as to what the railroad right-of-way was worth. And 
doubtless it was believed that it might cost even more to acquire the 
property, if one attempted to buy into the cities as they no\v exist 
and all the dilhculties that might be imagined as incident to such a 


“reproduction’’ were considered. The railroad right-of-way was con¬ 
ceived to be a property siii generis, “a large body of land in a con¬ 
tinuous ownership,” representing one of the “highest uses” of prop¬ 
erty and possessing an exceptional value. The estimates before us, 
as approved by the master, with his increase of 25 per cent in the 
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case of the Duluth property, must be taken to be estimates of the 
“railway value” of the land; and whether or not this is conceived 
of as paid to other owners upon a hypothetical reacquisition of the 
property is not controlling when we come to the substantial question 
to be decided. [P. 453.] 

What is “the substantial question to be decided”? 

That question is whether, in determining the fair present value 
of the property of the railroad company as a basis of its; charges to 
the public, it is entitled to a valuation of its right-of-way not only 
in excess of the amount invested in it, but also in excess of the mar¬ 
ket value of contiguous and similarly situated property. For the 
purpose of making rates, is its land devoted to the public use to be 
treated (irrespective of improvements) not only as increasing in 
value by reason of the activities and general prosperity of the com¬ 
munity, but as constantly outstripping in this increase, all neighbor¬ 
ing lands of like character, devoted to other uses? If rates laid by 
competent authority, state or national, are otherwise just and 
213 reasonable, are they to be held to be unconstitutional and 
void because they do not permit a return upon an increment 
so calculated? [Pp. 453, 454.] 

After a short examination of the nature of public service property 
the court answers its own querj^: 

* * * And where the inquiry is as to the fair value of the 

properly, in order to determine the reasonableness of the return al¬ 
lowed by the rate-making power, it is not admissible to attribue to 
the projjerty owned by the carriers a speculative increment of value, 
over the amount invested in it and beyond the value of similar prop¬ 
erty owned by others, solely by reason of the fact that it is used in 
the public service. That would be to disregard the essential condi¬ 
tions of the public use, and to make the public use destructive of the 
public right. 

The increase sought for “railway value” in these eases is an in¬ 
crement over all outlays of the carrier and over the values of similar 

V 

land in the vicinity. It is an increment which cannot be referred 
to any known criterion, but must rest on a mere expression of judg¬ 
ment which finds no proper test or standard in the transactions of 
the business world. It is an increment w’hich in the last analysis 
must rest on an estimate of the value of the railroad use as compared 
with other business uses; it involves an appreciation of the returns 
from rates (when rates themselves are in dispute) and a sweeping 
generalization embracing substantially all the activities of the com¬ 
munity. For an allowance of this character there is no warrant. 

Assuming that the company is entitled to a reasonable share in the 
general prosperity of the communities which it serves, and thus to 
attribute to its property an increase in value, still the increase so 
allowed, apart from any improvements it may make, cannot properly 
extend beyond the fair average of the normal market value of land 
in the vicinity having a similar character. Othenvise we enter the 
realm of mere conjecture. AVe therefore hold that it was error to 
base the estimates of value of the right-of-way, yai'ds, and terminals 
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upon the so-called ‘^railway value*^ of the property. The company 
would certainly have no ground of complaint if it were allowed a 
value for these lands equal to the fair average market value of 
similar land in the vicinity, without additions by the use of multi¬ 
pliers, or otherwise, to cover hypothetical outlays. The allowances 
made below for a conjectural cost of acquisition and conseijuential 
damages must be disapproved; and, in this view, we also think it 
was error to add to the amount taken as the present value of the lands 
the further sums, calculated on that value, which were embraced in 
the items of “engineering, superintendence, legal expenses,” “con¬ 
tingencies,” and “interest during construction.” 

By reason of the nature of the estimates, and the points to which 
the testimony was addressed, the amount of the fair value of the 
company’s land cannot be satisfactorily determined from the evi¬ 
dence, but it sufficiently appears for the reasons we have stated that 
the amounts found were largely excessive. [Pp. 454-43G.] 

It is contended that the Minnesota Rate Cases decision is inap¬ 
plicable here because what was condemned in that case was the par¬ 
ticular method there employed to show the cost of reproduction of 
land, and not what is here suggested by the carrier’s witnesses as 
possible. It is urged that in the Minnesota Cases the market value 
of the railroad lands was not shown. What was condemned 
214 was the theory that the cost of reproducing the lands oc¬ 
cupied by a railroad can be determined by a process of assum¬ 
ing a “railway value” estimated in multiples of the present fair aver¬ 
age value of similar lands in the vicinity, and the condemnation of 
the court was upon the ground that impossible and contradictory as¬ 
sumptions must necessarily be the basis for the attempt to ascertain 
the present cost of a railroad’s lands. We are unable to distinguish 
between what is suggested by the carrier in this record and nominally 
required by the act and what was condemned by the court as be¬ 
yond the possibility of rational determination; nor is there any 
essential difference in the actual methods there employed and tliose 
now urged upon us. Before we can report figures as ascertained, we 
must have a reasonable foundation for our estimate, and when, as 
here, if the estimate can be made only iq^on inadmissible assump¬ 
tions, and upon impossible hypotheses, such as those ]>ointed out by 
the Supreme Court in the o])inion quoted, our duty to abstain from 
reporting as an ascertained fact that which is incapable of rational 
ascertainment, is clear. 

The decision in the Minnesota Cases has since been generally ac¬ 
cepted by courts and commissions as settling the disputed (iuestion 
whether the cost of reproduction theory could be made to ap])ly to 
lands of a railway. See Louisville & N. R. Co. v. Railroad Commis¬ 
sion, 208 Fed., 35, 42; Chicago & N. IF. Ry Co. v. Smith, 210 Fed., 
G32; Ann Arbor R. Co. v. Fellaws, 23G Fed., 387. 

In the Denver Water Case in the United States district court for 
the district of Colorado, to enjoin the enforcement of rates filed by 
authority of law, the special master reported, inter alia, the value of 
the utility’s lands He said: 
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The measure of value of lands adopted in considering the evi¬ 
dence is the present normal market value of similar lands in the same 
locality. Minnesota Rate Cases, 230 U. S., 352, at 449-45G. It 
follows from this rule that the original cost of the lands is not neces¬ 
sarily the controlling factor, though such original cost has been 
considered along wiUi all the other evidence in determining the 
value. It likewise follows from this measure of value that when 
the present normal market value of similar lands in the same locality 
has been determined, nothing can be added to such value on account 
of the actual or estimated consequential or severance damages—if 
any—paid by the water company when it originally acquired its 
lands or on aceount of the company's actual or estimated overhead 
expenses in connection with the purchase of these lands. These 
expenses represent original costs of the lands and not their present 
market value. In considering the evidence concerning the value of 
these lands I have assumed that we may take into consideration their 
adaptability or availability for any useful purpose, provided the 
evidence shows that lands possessing such adaptability or availability 
have any special market value on aceount thereof; but the final 
question in my judgment, alwa 3 ’s is, what is the present market 
value of similar lands in the same loeality and not what are these 
lands worth now to the water company for the purposes for which 
they are now used? 

215 The utility excepted “because the master erred, as a matter 
of law, in refusing to consider, in determining the fair value 
of the lands, anything on account of the actual or estimated con¬ 
sequential or severance damages,” and because he “erred in refusing 
to consider, in connection with the determination of the fair value 
of the lands, or to include therein, anything whatever on account of 
overhead expenses,” claimed to be at least 10 per cent of the value 
of the lands for ordinary piu’poses. These exceptions were stricken 
by the district court. On appeal and cross appeal to the United 
States Supreme Court, that court treated as established the propriety 
of estimating the utility's property on the basis of present market 
values as to lands, and said that the method was fairly applied by the 
special master and was hardly disputed by the appellants, except as to 
certain matters other than his treatment of land. Denver v. Denver 
Union Wafer Co,, 246 U. S., 178. 

The use of multiples in ascertaining the cost of reproduction of 
lands embraced in railroad rights of way was discontinued by the 
Washington and California commissions, reversing their former 
practice and their earlier deeisions. Public Service Comm. v. Seat¬ 
tle, Renton Sc S. R. Co., 4 Wash. Pub. Serv. Com. Ann. Rep. (1914), 
132, ]34; In re Value of Quincy Western Ry. Co., 8 Cal. R. R. Com. 
Dec., 340. This interpretation of the Minnesota Cases has been ac¬ 
cepted as to telephone rights of way by the Colorado and Washing¬ 
ton Commissions. Re Mountain States Teleph. S: Teleg. Co., Colo. 
Pub. Util. Comm., P. U. R., 1917, B, 198, 265; Public Service Comm. 
V. Pacific Teleph. Sc Teleg. Co., Wash. Pub. Serv. Comm., P. U. R., 
1916, i), 947, 54 A. T. & T. Co. Com. L., 171, 174. Certain other 
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state commissions have never used multiples for the purpose of de¬ 
termining the cost of reproduction of lands. Re Illinois Terminal 
Ry. Co., 4 Ill., P. U. Com. Rep. 263, 266; Re Portland Ry. L. S: P. 
Co., Oreg. Pub. Sei^\ Comm., P. U. R., 1916, D, 976, 1022. 

Not alone do the uncertainties which we have referred to surround 
what would be the eonditions of ownership, of improvement, and of 
value of near-by property, and of general industrial development, 
but there can be no certainty as to what land would have to be ac¬ 
quired at a cost to the carriers upon reproduction or a present ac¬ 
quisition. The carrier has been constructed within comparatively a 
recent period of time; nothing in the record shows us that the repro¬ 
duction of the road would be regarded in any less friendly spirit by 
the community as a whole and individual owners in partieular, than 
when the right of way and terminals in question were acquired but 
a few years baek. As appears elsewhere in this report, of approxi¬ 
mately 1.933.065 acres of carrier lands, 511.008 acres were acquired 
by the carrier through aids, gifts, grants of right of way, and dona¬ 
tions. 

216 Of the total original cost of the carrier lands, approximately 
40 per cent was donated by citizens of various eommunilies 
along the line. That all such donated lands would noee.^^sarilv liave 
to be bought or condemned and paid for at the full amount which 
a jury would award on condemnation is an assumption we do not 
feel warranted in making from the record before us. Because of the 
impossibility of making the self-contradiotoiT assumptions which the 
theory requires when applied to the carrier's lands, we are uiialde 
to report the reproduction cost of such lands or its e(iuivalent, the 
present cost of acquisition and damages, or of purchase in exeess of 
present value. The present value of lands iis found by us ap[)ears in 
the final valuation, appended hereto. 

Controversies concerning the ]»resent value of lamb^ of the car¬ 
rier, as measured by the fair average of the normal market valu(‘ 
of lands in the vicinity having a similar character, were cum])()scd 
with the result that figures contained in the tentative valualion are 
changed as follows: 

Additions. 

Acres. Present value. 

Item No. 8, shown in carriers’ summar\’ state- 
ment No. 1, exclusive of subdivision (b). . 5.825 $1,202.81 


Item No. 9, shown in said summary. 1.9575 7,825.95 

Zone 51, Hunt county. 1.92 1,728.00 

Zone 6, Ellis county. O 82S.O() 

Zone 7, Ellis county . (») 878.90 


The acreage and values now shown in the tentative valuation as 
lands in former streets, alleys, and highways used exclusively by the 
carrier, are transferred to and shown instead as lands owned and 
used for its purposes as a common carrier, and the 0.13 acre with 


' Increase in unit of value; no change in area. 
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present value of $29.90, now shown as lands in former streets, alleys, 
and highways used exclusively by the carrier, is corrected to read 
0.13 acre, present value $91. 

Deduct loud. 

Acres. Present value. 

Zone 8, Ellis county (parcels 11 and 12).... 0.54 $540.00 

Zone 33, Kaufman county (lot 4, block 19) .23 287.50 

Streets and Highways. 

As used herein the word ‘^street” covers streets and alleys within 
municipalities, and the word “highway” covers public roads outside 
of such municipalities. 

As a practical working solution of the many and intricate prob¬ 
lems presented by this subject, which would require, for exact 
217 solution in each case, an expenditure of time, money, and 
efl’ort out of all proportion to the amounts involved, we make 
the following rulings: 

Where a street or an alley in a municipalit}" has been vacated, that 
is, where the use of land as a street or an alley has been discon¬ 
tinued, and the carrier is using the land exclusively for common- 
carrier purposes, the original cost of the land to the carrier, if it 
can be ascertained, and its present value, measured by the market 
value of similar land in the vicinity, will be included in the inven¬ 
tory as land owned by the carrier, unless it affirmatively appears that 
the carrier does not own it. 

Where a street or an alley in a municipality is used as such by 
the public, and is also used by the carrier for its common-carrier pur- 
j)oses, either along or across the same, no part of the land so jointly 
used will be included in the inventory as land owned by the carrier, 
unless it affirmatively appears that the carrier owns it. 

Where a highway outside of a municipality is used as such by the 
public, and is also used by the carrier for its common-carrier pur¬ 
poses, either along or across the same, the land so jointly used, to¬ 
gether with its original cost to the carrier, if that can l>e ascertained, 
and its present value, measured by the market value of similar land 
in the vicinity, will be included in the inventory as land owned by 
the carrier, unless it affirmatively appears that the carrier does not 
own it. 

In the final valuation, the tentative valuation of the Texas Mid¬ 
land will be corrected to such extent as the application of these rul¬ 
ings may render necessary. 

A right secured by a carrier under a municipal ordinance, or other 
similar authority, may be either a mere license revocable at any time 
by the public authority, or it may l>e a contract which confers upon 
the carrier the right to use the land for a definite period of time or 
in perpetuity, depending upon the power of and the language used 
by the public authority in making the ordinance, and also depending 
upon the circumstances under which the ordinance is made by such 
authority and accepted and acted upon by the carrier. 
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The principles of law involved are set forth and fully explained 
in the case of Seaboard Air Line Ry. v. City of Raleigh, 242 U. S., 
15. In that case the railway company sought to enjoin the en¬ 
forcement of an ordinance repealing a right to construct a track 
upon a sidewalk and use the track for common-carrier purposes. 
This right was conferred upon the predecessor in interest of said 
railway company in 1881, and the facts concerning it and the deci¬ 
sion of the court were as follows: 

* * * the railroad company asked permission of the city 

authorities to extend a track to and along the sidewalk on the 
218 block in front of the compress, which was granted, the 
official record of the consent of the city having been mani¬ 
fested by the following entry in the minutes of the board of aider- 
men : “Upon application of John C. Winder, general superintendent, 
the Raleigh and Gaston Railroad Company was granted permission 
to occupy the sidewalk on the east side of Salisbury street, between 
Jones and Lane streets, for the purpose of running a track.” In 
virtue of this consent a spur track projecting from the main tracks 
as thev curved into the terminal block, was built which ran down to 
and upon the sidewalk in front of the compress. For many years 
this track was used for business going in and out of the compress, 
as well as for the general purposes of the railroad. In 1903, how¬ 
ever, the compress ceased to be operated, and subsequently (about 
1910 or 1911) the railroad company, owning the block on which 
the compress was situated, removed the same and built upon the 
block a warehouse. It was not possible, however, from the track on 
the sidewalk to directly reach such warehouse, as along the block 

where it fronted on Salisburv street tracks were laid between the 

% 

warehouse and the spur track which for the purposes of the railroad 
were depressed below the level of the street and sidewalks, and thus 
the spur track on the sidewalk was only available for parking cars 
or as a team track and was alternately in use for one or the other of 
these purposes when the city adopted the assailed ordinance direct¬ 
ing the removal of the spur track. 

Under this statement it becomes at once apparent that the court 
below rightly decided that the contract right asserted had no exist¬ 
ence since on the very face of the consent which was given a mere 
right to occupy was conveyed without any contract as to time and 
which therefore, taking the best view for the railroad, amounted to 
conferring upon it a mere license to put and use a track upon the 
sidewalk and therefore subject to the power of the city to revoke 
whenever it deemed the municipal interest required it to do so. 

But the contention is that although it be conceded that the well- 
settled rule is that general implications may not be resorted to for 
the purpose of converting a grant of a municipality which is upon 
its face a mere license into a contract for a stated period or in per¬ 
petuity, nevertheless that rule is subject to a well-defined limitation 
or exception which as presented in the argument in various forms 
may be stated as follows: That where general powers are conferred 
and duties are imposed upon a corporation which from their nature 
and essential character presuppose the right to exert them or the 
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duty to perform them during a specified time or in perpetuity, and 
a particular power or right is conferred on the corporation which has 
a necessary relation thereto or an essential connection therewith, al¬ 
though such particular power or right may not have expressly taken 
the form of contract or grant for a stated time or in perpetuity, 
nevertheless such result may be implied by considering the essential 
relation which the particular power or right granted bears to the 
general powers and duties possessed and the necessary connection 
between the two for the purpose of giving a common duration to 
both. * * ♦ 

But while the general rule is \vell founded and the exception or 
limitation by which it is asserted to be qualified is well settled, it 
has no relation to the case in hand, since the particular action of the 
city in question concerned a mere permission to exercise a facility as 
a license given long after the creation of the railway corporation and 
not inherently or in any degree necessarily controlling its power to 
discharge its corporate attributes. Indeed so much is this the case 
on the face of the situation here presented that it becomes apparent 
that to apply the limitation to a case like this would destroy the 
general rule itself. 

219 The contention that even though this be the case, inas¬ 
much as the railroad had for a long time operated the spur 
track on the sidewalk and used it for its general railroad purposes 
with the assumed knowledge and assent of the city, thereby the 
existence of a contractual and permanent right must be inferred, is 
manifestly without merit. Indeed it amounts to saying that posses¬ 
sion under a mere license was capable of causing that which was 
revocable and precarious to become contractural and permanent. 
[Id., pp. 17-20.] 

In view of the above ruling of the Supreme Court we think it is 
obvious that many of the ordinances under which carriers are using 
streets and highways are mere licenses, and may be revoked at the 
pleasure of public authorities having jurisdiction in the premises 
without the payment of any damages to the carriers. 

It is also af)parent that the value to the carrier of the right to use 
land included in streets and highways is the same, regardless of 
whether the carrier has paid for the land or for the right to use it. 
And a similar statement may be made concerning the value to the 
general public of the services performed by the carrier in connection 
with the use of such land. See also Manufacturers' Railwatj Co. v. 
U. S., 246 U. S., 457. 

The right exercised by a carrier by virtue of a municipal ordi¬ 
nance or other similar authority to use a street or an alley jointly 
with the general public is similar in character to the privilege con¬ 
ferred upon a corporation operating a street railway and does not 
give the carrier an interest in land wliich may be measured by the 
value of land adjoining the street. The area of a street can not be 
considered simply as land and its value can not be measured in dol¬ 
lars. The laying out of a street transfers to adjoining lands the 
value of the land taken and included in the street. 

In our opinion this right of a carrier is in the nature of a frau- 
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chise and must, for valuation purposes, be treated the same as other 
franchises are treated and, as above stated, this is the theory upon 
which we have proceeded in valuing the lands of the carrier. 

The two items of 24 acres and 16 acres in zone 12 in Delta County 
with an aggregate present value of ^2,040, now shown as noncarrier 
lands in the tentative valuation, are transferred to and shown instead 
as common-carrier lands owned. 

Appreciation. 

Carriers have introduced considerable testimony to show that an 
old roadbed is of more value than a new one and have urged that 
this value should be stated in some form in the report of the Com¬ 
mission. 

As to the fact, no serious question can be made. While most items 
of property entering into the construction of a railroad de- 
220 preciate from the first, the cut and embankment appreciate. 

The soft sides assume a natural slope, the earth becomes 
solidified and less susceptible to the action of the elements, vegeta¬ 
tion frequently springs up which serves to hold in place the soil. 
The soft spots which at first develop in the embankment disappear. 

The texture of the embankment and the bottom of the cut become 
lirmer owing to the gradual settling together of the earth and the 
pounding of the trains. 

All this tends to improve the quality of this part of the railroad. 
It is generally understood that in some respects the cost of main¬ 
taining the old railroad is less than the new and that trains can be 
f»perated over it with greater safely and economy. The real difficulty 
is to express in dollars or otherwise the extent of this appreciation 
and to determine just what report upon this item can be made to 
Congress. 

The act nowhere refers to appreciation. It does require, as al¬ 
ready noted, a statement of depreciation. Appreciation is the an¬ 
tithesis of depreciation, and it would be natural to show the two in 
the same connection, but depreciation is stated with reference to the 
life of an article while appreciation can not be so estimated. 

The act requires the Commission to report upon other values and 
elements of value, and it is possible that the value of appreciation 
might properly be stated under this head, although it is generally 
understood that other values are intended to include the intangibles. 

Without inquiring just what words in the act require a statement 
of appreciation, it is apparent that it was the intent of Congress to 
require a statement of all those costs, values, and other circumstances 
which might bear upon the value of the property, for rate-making 
purposes at least, and possibly for other purposes. Appreciation is 
a fact which may affect the final value of the property. Without 
attempting to indicate what its influence should bo, or whether it 
should have any influence, it should if possible be dealt with in our 
report. Is it possible to ascertain and assign a value to this item? 
The carriers say that this can be done and have suggested a method 
for doing it. 
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Certain items of expense in the maintenance of a railroad are 
greater when new than when old. The side of the new cut washes 
down into the ditches along the track, which must therefore be fre¬ 
quently cleaned out. As time goes on the slope of the cut becomes 
somewhat changed and vegetable growth appears ^\hich tends to 
hold the sides in place. Under these intlueiices the ditches require 
less attention. 

The same thing is true of the embankment. When this is soft it 
readily washes away and the holes thus made must be filled 
221 up. iSoft spots will develop both in embankment and in cut 
but especially in the embaiikment, which must be filled up 
and brought back to grade. This part of maintenance is more costly 
in the early days of operation than in later years. 

Upon the other hand, certain items of maintenance are less at 
first. One of the large expenses of operation is the renewal of ties, 
which is inconsiderable during the first years. Kails need not be 
renewed for several years and often for many years. Ballast only 
begins to wear out after a considerable period of use. These items 
of maintenance are less at first. The net result seems to be that the 
total cost of maintenance during the early years is less than after- 
^^'ards. 

Carriers have undertaken to separate those items which are greater 
in the early years from those which are less and to determine the 
amount of those items year by year for the first five years of opera¬ 
tion, contrasting them with the next five yeai*s. In this way a con¬ 
clusion is reached that the average cost of maintaining a new road 
is so many dollars a year more per mile than for an old road. Some¬ 
times it is assumed in these computations that appreciation would 
have been completed at the end of 5 years, in others that 10 years 
would be required for this purpose, while one or two witnesses were 
of the opinion that the process continued indefinitely. 

Having determined the greater cost of maintaining the roadbed 
while appreciation is accruing, the value of appreciation is deter¬ 
mined as follows: If it costs $100 a mile per year less to maintain 
the roadbed after it has become solidified and adapted than before, 
then the added value of the appreciated over the new road is repre¬ 
sented by the capitalization of this $100. Since this road can be 
maintained for $100 a mile less, the net income from the use of the 
road is $100 per mile more per year and the purchaser buying it 
could afford to pay $2,000 per mile more for the same, assuming 
that money in that form of investment were worth 5 per cent. 

We have carefully examined the figures given by the carriers and 
have reached the conclusion that thev do not warrant any definite 

_ t «/ 

finding. They may tend to show that the cost of maintenance with 
respect to the items enumerated are slightly more in the early days 
of the property than after the roadbed has become compacted and 
solidified, although if the figures given were the only evidence of 
this the conclusion would be extremely doubtful. To what extent, 
is the question and the figures of the carriers afford no answer to 
this. Any finding based on the testimony in this record would be 
only a guess. 
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It may also be noted that even if it were possible to state this 
added cost of maintenance, we should hesitate to give to it 

222 the application claimed for it by the carrier. If it has cost a 
carrier ^oOO a mile to secure this appreciation, that may be 

a reason for adding that much to the present value of the property, 
but the carrier claims that if this $500 per mile is the average excess 
in maintenance for five j^ears, the added value would be $2,000 a 
mile and not $500. 

Appreciation is not due to any addition to the property. All the 
earner has done is to maintain the propeily. It has cleaned out the 
ditches, it has lilled up the holes in the embankment, it has simply 
kept good the form and substance of the structure itself. The 
improvement is due to a natural process which takes place with the 
lapse of time and which is not the product of any effort or expendi¬ 
ture of the carrier. 

If the cut under this process has grown larger, it is measured and 
tne carrier is given credit for the size as it is found to-dav. If an 
improvement like a retaining wall has been added, that is a better- 
nient for which the carrier is credited. Whatever is there when the 
pioperty is inventoried is embraced in the inventory. 

The attempt to measure the value of appreciation by its cost is 
nut consonant with our prescribed rules of accounting, under which 
the expenses of operation are chargeable to operation. There is no 
part of this expense which the carrier has carried or could properly 
carry into its investment account. If the public has once paid for 
this added expense, which is inherent in the early years of opera¬ 
tion, should it be constantly taxed on account of these same expenses 
in the way of added rates? 

Our conclusion upon the whole sul)ject, therefore, is that no sepa¬ 
rate value can be placed upon appreciation. When it definitely ap¬ 
pears that it exists it must be taken into account in determining 
the value of the property. The inffuence which appreciation should 
have upon value may depend upon the previous history of the prop¬ 
erty. All this depends upon the purpose for which the value is 
being stated and the manner in which that value is to be deter¬ 
mined. 

The Texas Midland claims we should include not less than $61,- 
000 for appreciation. The tentative valuation did not include this 
item. This claim is not supported by the record, and it follows the 
tentative report must be approved in this respect. 

Otlier Values and Elements of Value. 

The act requires that “the Commission shall in like manner ascer¬ 
tain and re})ort separately other values, and elements of value, if 
any, of the property of such carrier, ♦ * * 

in the tentative valuation under consideration we have stated that 
“no other values or elements of value were found to exist.” 

223 The carrier asserts that since no figure has been reported 
under this heading, the act has not been complied with. 
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Before the tentative valuation was sensed, the carrier was re¬ 
quested to file a statement of the items, if any, upon which an allow¬ 
ance under this heading was claimed. In response thereto claim 
was made on account of (1) going-concern value; (2) connection 
with other lines; (3) good station facilities; and (4) gradients. 

At tlie hearing counsel for the can'ier stated that he did not 
understand that the carrier would be expected to put in testimony 
with res])eet to its claim under this heading. The director of the 
bureau stated at that time that the Commission would be glad to 
listen to any testimony the carrier might care to offer. Notwith¬ 
standing this invitation, no testimony has been offered in this case 
with respect to the items under consideration. 

We have diligently searched for and inventoried the property of 
the carrier and have reported everything we have found in the ten¬ 
tative valuation already served. The carrier has asserted that there 
are other values and elements of value in connection with its prop¬ 
erty, but although repeatedly asked to do so has failed to name a 
figure which it believes should be found by us. That it is unable to 
do so is shown by the following excerpt from the argument in this 
proceeding: 

The Chairman: From the record as you understand it, what 
would be your claim on behalf of your clients, as to the nature and 
the amount, particularly as to other values and elements of value? 

Mr. Butler: A sufheient sum—which added to the amount vour 
honoi*s would attribute to the physical property would make the 
total value of the property not less than its cost of reproduction new. 

The Chairman: If this Commission has the power to value the 
property, and if the value placed thereon were the cost of reproduc¬ 
tion new, that would meet in full the claims of your clients? 

Mr. Butler: Asa final value? 

The Chairman: Yes. 

Mr. Butler: I would still insist upon the Commission’s telling us 
how they got at other values and elements of value. I don’t know 
how to do it very well. We will try to help on that as much as we 
can. But so far as concerns the Texas Midland, I can not outline a 
proper basis for stating the ascertainment of other values and ele¬ 
ments of value. 

In this connection it should be stated that in the instant case 
going-concern value has been given consideration in the cost of re¬ 
production new and cost of reproduction less depreciation figures. 
In the cost of reproduction new and cost of reproduction less depre¬ 
ciation figures the values assigned to the property arc not those of 
a dead plant hut of a going concern, and to the extent indicated 
in the De.^ Moines Gos Case cited below, this element has been cov¬ 
ered in the figures. Going-concern value has been described 
224 as the value of an assembled and established plant doing 
business over one not thus advanced. In making up the in¬ 
ventory we apply prices to the different parts of the property in the 
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light of the fact that it is a railroad and doing business; otherwise 
the prices which would be applied would be scrap prices. That 
going value is recognized in an inventory of this kind is established 
by the following quotation from the decision of the Supreme Court 
in Dcs Moines Gas Co. v. Des Moines, supra: 

What is called in this summary ^‘the present value of physical 
property,” the report shows was arrived at by the master in the 
manner following: He lirst found what he thought was the base 
value of the property, i. c., “what it would cost to produce it at the 
present time new, without adding thereto any overhead charges.” 
This figure he fixed at $1,975,020. To this he added overhead 
charges, 15 per cent—$290,254. From this he deducted deprecia¬ 
tion, $333,878, leaving as the value of the property thus ascertained, 
$1,937,402. [Id., pp.^ 101-102.] 

* * * That there is an element of value in an assembled and 

established plant, doing birsiness and earning money, over one not 
thus advanced, is self-evident. This element of value is a property 
right, and should be considered in determining the value of the 
property, upon which the owner has a right to make a fair return 
when the same is privately owned although dedicated to public use. 
Each case must l>e controlled bv its own circumstances, and the 
actual question here is: In view of the facts found, and the method 
of valuation used by him, did the master sufhciently include this 
element in determining the value of the property of this company 
for rate-making purpose's. [Id., p. 105.] 

As pointed out in the Cedar Rapids Case, if return is to be re¬ 
garded beyond that compensation which a public service corpora¬ 
tion is entitled to earn upon the fair value of its property, the right 
to regulate is of no moment, and income to which the corporation 
is not entitled would become the basis of valuation in determining 
the rights of the public. When, as here, a long established and suc¬ 
cessful plant of this character is valued for rate-making purposes, 
and the value of the property fixed as the master certifies upon the 
basis of a plant in successful operation, and overhead charges have 
been allowed for tlie items and in tlie sums alreadv stated, it can 
not be said, in view of the facts in this case, that the clement of 
going value has not been given the consideration it deserves and the 
appellant’s contention in this behalf is not sustained. [Id., p. 171.] 

The ruling in the Des Moines Gas Case concerning going value 
was followed by the Supreme Court in Denver v. Denver Water Co., 
supra, in whicli the court said: ‘‘The master expressly declared that 
his detailed valuation of the physical property and water rights in¬ 
cluded no increment because the property constituted an assembled 
and established plant, doing business and earning money.” A sepa¬ 
rate allowance for going value was included in the valuation of the 
water company's property, while no such separate allowance was 
made in the Des Moines Gas Case. 
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In the above sense the term “going value” is capable of concrete 
conception and definite ascertainment. However, there has 
225 been urged upon us a going value which is said to exist in 
addition to that here referred to, which apparently runs into 
sums of great magnitude, but which, in spite of its magnitude, is in¬ 
capable of more than the most metaphysical and conjectural descrip¬ 
tion on the part of those who advocate its inclusion as an element 
of value. It has been urged upon us on many successive occasions, 
but from the beginning it has been nothing but a vague claim. 
However, the owners of the Texas Midland have not received a fair 
return on their investment in this property. The operation of the 
road, as shown in Exhibit C and other data in Appendix 2 hereto, 
has resulted in frequent deficits. These deficits are not elements of 
value, but they are pertinent facts to be given consideration in a 
proper proceeding. 

The requirements of the act in this regard have been fully com¬ 
plied with. 


Aids, Gifts, Grants, and Donations. 

Although the issue is not raised by any protest, upon the hear¬ 
ing the Ihailroad Commission of Texas asserted that the state of 
Texas had issued to the predeeessor corporation of the Texas Mid¬ 
land certificates aggregating 1,800,000 acres of land of the public 
domain of that state, for the purpose of assisting the predecessor 
corporation in the building of this railroad. It was claimed that 
of those certificates a total of 1,471,000 acres were actually located 
and received by the predecessor eor])oration from the state and sold, 
and the proceeds have found their way into the treasury of the pred¬ 
ecessor corporation. Assertion is made that the Texas Central Rail¬ 
way Company at that time owned a total of approximately 230 miles 
of track, of which approximately 52 miles was acquired by the Texas 
Midland in 1802. 

Nothing in the record, or developed in our investigations, tends to 
show that any of the lands located by the Texas Central Railway 
Company were granted by the state of Texas on account of the 52 
miles of the Northeastern branch acquired by the Texas Midland. 
The suggestion of a defect in the tentative valuation in this re¬ 
gard can not be taken as well grounded. 

Commissioner Aitchison, having been of counsel, did not partici¬ 
pate in the disposition of this ease. 


15—3962a 
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‘226 Order, 

At a General Session of the Interstate Commerce Commission Held 
at Its Office, in Washington, D. C., on the 31st Dav of July, A. 
D. 1918. 


Valuation Docket No. 2. 

Te.xas Midland Railroad. 

This case having been duly heard and submitted by the parties, 
and full investigation of the matters and things involved having 
been had, and the Commission having on the date hereof made and 
filed a report containing its conclusions thereon, which report is 
hereby referred to and made a part hereof: 

It is ordered, That, subject to the reservation hereinafter made, tho 
following be, and it is hereby declared to be, the final valuation of 
Texas Midland Railroad as of June 30, 1914: 

Final Valuation, Texas Midland Railroad. 

Location and general description of property .—The railroad of the 
Texas Midland Railroad, hereinafter referred to as the carrier, is lo¬ 
cated entirely within the state of Texas. Its main line extends from 
Ennis to Greenville, a distance of 72.92 miles, and from Commerce 
to Paris, a distance of 37.G29 miles, making a total main-line mile¬ 
age of 110.549 miles. The carrier has no branch lines. The tracks 
of the St. Louis Southwestern Railway Company of Texas, between 
Greenville and Commerce, a distance of 13.97 miles, are used under 
a trackage arrangement to unite the two pieces of the Texas Mid¬ 
land Railroad above mentioned, and thereby estaldi.^h a through op¬ 
erating line from Ennis to Paris, a distance of 124.510 miles. The 
carrier also has yards and sidetracks aggregating 37.302 miles. Its 
railroad embraces 147.851 miles of all tracks. 

In Appendix 1 will be found a general description of the char¬ 
acteristics of the property of the carrier. 

Jointly used property .—In Appendix 2 will be found a statement 
of the tracks and facilities leased from other companies. 

The carrier owns and uses jointly with other common carriers 
railroad tracks as follows: 

227 One thousand one hundred and twenty linear feet of rail¬ 
road at North Ennis, jointly owned by the carrier and the 
Houston & Texas Central Railroad, one-half each, and jointly used 
l)y such companies. 

A connecting track, 962 linear feet in length, at Kaufman, Tex., 
jointly owned by the carrier and the Texas & New Orleans Railroad 
one-half each, and jointly used hy such companies. 

Five tracks at Greenville, Tex., aggregating 2,617 linear feet, 
jointly owned by the carrier and the St. Louis Southwestern Rail¬ 
way Company of Texas, and the Missouri, Kansas & Texas Railway 
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Company of Texas, one-third each, and jointly used by such com¬ 
panies. 

Five sidetracks at GreenviHe, Tex., aggrej:jating 5,760 linear feet, 
jointly owned by the carrier and the St. Louis Southwestern Rail¬ 
way Company of Texas, one-half each, and jointly used by such 
companies. 

Traffic connections. —The railroad of the carrier connects with the 
Houston & Texas Central Railroad, at Ennis; the Texas & New Or¬ 
leans Railroad, at Kaufman; Texas <fc Pacific Railway, at Terrell; 
the Missouri, Kansas k Texas Railway of Texas, and St. Louis 
Southwestern Railway Company of Texas, at Greenville; the St. 
Louis Southwestern Railway Company of Texas, at Commerce; and 
the St. Louis & San Francisco Railwav Company, Paris & Mount 
Pleasant Railroad, Gulf, Colorado & Santa Fe Railway Company, 
and Texas & Pacific Railway, at Paris. 

Physical conditions affecting construction. —Tn Appendix 1 ap¬ 
pear statements as to the topo^rraphy, pcolop:}’, and climate as affect¬ 
ing the construction of the carrier’s railroad. 

Economic conditions relating to traffic .—The connections of the 
carrier’s railroad with the lines of other common carriers have been 
stated. This road runs through a fertile agricultural country and 
has upon its lines several towns of considerable size. No mines and 
but little manufacturing are tributary to it. 

Tn Appendix 1 is stated the percentage of the principal classes of 
freight carried over this railroad, and a comparison of the density 
of traffic of tlie carrier’s railroad for the year 1914 with the density 
of traffic of all other railroads in Texas. 

Corporate history. —The Texas Midland Railroad is owned and 
operated by a corporation also styled the Texas Midland Railroad, 
which was incorporated under the laws of Texas December 16, 1892, 
and has its principal office at Terrell in that state. The Texas Cen¬ 
tral Railroad Company had constructed, soon after its incorporation 
in 1879. a line of railroad extending from Garrett in a northerlv di¬ 
rection through Midland Junction to Roberts, a distance of about 
52 miles. This road was not connected with the main line 
228 of the Texas Central, was known as the Northea«tern branch, 
and will be designated in this report as the branch. 

Tn 1891 the Texas Central Railway, including the branch, was 
sold under foreclosure proceedings to a committee acting for the 
bo/dholders. Mrs. Hetty R. Green owned 750 of these bonds and she 
subsequently made an arrangement bv which the branch was trans¬ 
ferred to her in lieu of her interest in the entire property and for 
other considerations. This arrangement by which she acquired the 
title to the branch was concluded in Januarv, 1893, and soon after¬ 
wards the ])roperty was turned over to the Texas Midland Railroad, 
which had previouslv been organized for that purpose. 

. Soon after acquiring the branch the Texas Midland Railroad be¬ 
gan the iuqu’ovement of that piece of road and the construction of 
other pieces of road, all of which finally resulted in the present rail¬ 
way. The property assumed its present form about October 1, 
1898, except that during the fiscal year ending June 30, 1908, the 
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Texas Midland Railroad abandoned that portion of its line extend¬ 
ing from Garrett to Midland Junction, 1.93 miles in length. 

In Appendix 2 will be found a more detailed statement of the 
corporate histor>^ of which the foregoing are the salient facts. 

History of corporate financing, capital stock, and long-term debt .— 
As a part of the transaction })y which the Texas Midland Railroad 
acquired the branch the following stocks and bonds of that company 


were issued: 

May 23, 1893, capital stock, par value. $500,000 

July 27, 1893, first mortgage 5 per cent betterment 

bonds, par value. 150,000 

July 27, 1893, second mortgage 5 per cent purchase 
money bonds, par value. 750,000 


Total. 1,400,000 


As a part of the same transaction Mrs. Green conveyed to the 
Texas Midland Railroad the branch and paid to it $75,000 in cash. 

As already noted the Texas Midland Railroad soon aftbr it ac¬ 
quired the branch proceeded to construct the remainder of its pres¬ 
ent railroad. The money for this purpose was furnished by Mrs. 
Green acting under the name, as to most transactions, of the Texas 
Midland Construction Company. In this way previous to August, 
1908, she had advanced api)roximately $1,740,931.33. 

In August, 1908, the capitalization of the Texas Midland Railroad 
was recast by canceling 3,880 of the 5,000 shares of capital stock 
and by retiring all of the $900,000 of bonds which had previously 
been issued. A new mortgage bearing intero.st first at the rate of 
4^2 per cent, but subsequently at the rate of 4 per cent to the amount 
of $2,000,000 was issued. This left the capitalization of that com¬ 


pany as follows: 

229 Capital stock, par value. $112,000 

Mortgage indebtedness, 4 per cent. 2,000,000 

Total. 2,112,000 


The foregoing has ever since continued to be and now is the capi¬ 
talization of the company. 

At the time of the readjustment of the capitalization as above 
there was canceled of the indebtedness of the Texas Midland Con- 
stmetion Company all but $500,000, which has never been paid and 
which constitutes a deferred liability of that amount and is really 
a part of the capitalization of the company. 

Further details as to the matters embraced under this heading 
appear in Appendix 2. 

Net and gross earnings of the carrier .—The results of the cor¬ 
porate operations of the carrier from February 20, 1893, when it 
opened its books and began to transact business, to and including 
June 30, 1914, are stated in detail in Appendix 2. These results 
are summarized as follows: 
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Gross earnings.$9,939,298.80 

Operating expenses. 8,539,431.88 


Leaving net earnings. 1,399,866.92 

During the same period taxes assessed against the 
Texas Midland aggregated. 274,367.20 


Leaving a net income of. 1,125,499.72 

To this should be added income from nonoperating 
sources of. 1,504.22 


Making gross income for the period. 1,127,003.94 

During this period the Texas Midland paid rents and 

balance for hire of equipment. 353,936.95 


Leaving for the payment of interest and dividends 

during this period. 773,006.99 


General balance sheet .—The general balance sheet of the carrier, 
showing the result of its corporate operations to June 30, 1914, is 
as follows: 


Assets. 

Investments: 

Investment in road and equipment. $2,748,171.46 

Current assets: 


Cash. $13,908.16 

Net balance receivable from agents 

and conductors. 4,324.03 * 

Miscellaneous accounts receivable.... 16,395.34 
Materials and supplies . 82,943.24 


Total current assets. 117,570.77 

230 Unadjusted debits: 

Preliminary surv^ey, Greenville Com¬ 
merce line . $444.25 

Freight claim account. 2,800.29 

Paid claims unadjusted . 9,668.98 


Total unadjusted debits. $12,913.52 

Total assets. 2,878,655.75 
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Liabilities. 


Stock: 

Capital stock.'• • • • $112,000.00 

Long term debt: 

Funded debt unmatured. 2,000,000.00 


Current liabilities: 

Loans and bills payable.$20,000.00 

Traffic and car service balances payable 18,526.09 
Audited accounts and wages pjiyable— 

Accounts payable .... $'-)0, i 42.0 / 

Pay check account... 25,231.03 

- 80,973.10 

Agents’ drafts. 1,584.13 

Interest matured unpaid .. . . .300,000.00 

Unmatured interest accrued. 33,333.30 


Total current liabilities. 454,417.22 


Deferred liabilities: 

Hospital fund. 082.97 

Due Texiis Midland Constiniction Com¬ 
pany .500,000.00 


Total deferred liabilities . 500,082.97 


Unadjusted credits: 

Accnied depreciation equipment.105,108.91 

Other unadjusted credits.. . 38,849.00 

Total unadjusted credits. 144,017.97 

Corporate surplus: 

Profit and loss (deficit). 332,402.41' 

Total liabilities. 2,878,035.75 

Investment in road and equipment .—The details of the maximum 
amount of investment in road and equipment of the carrier, which 
includes noncarrier property, as stated in the records of the carrier 
at June 30, 1914, amountc dto $2,748,171.40. As appears in A])- 
pendix 2, certain adjustments have been made, as a result of which 
the maximum of the investment account has been restated at $2,- 
892,360.94, for road and equipment, including land. 

Original cost to date .—The original cost to date of each piece of 
property could not be found with precision. From an examination 
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of the books of the carrier it appears that $2,892,360.94 
231 somewhat exceeds the amount of money which could have 
been expended in the property. A statement of the manner 
in which this amount was arrived at, classified in conformity with 
the classification of expenditures for road and equipment, is included 
in the accounting report which is a part hereof and is attached 
hereto as Appendix 2. 

Tlie original cost of equipment in existence on valuation date was 
$522,874.59; of carrier lands, $67,493.44. Of this latter amount 
$22,884.69 was expended by the ciu’ricr, while the balance, $44,- 
608.75, was expended by various donors. 

Cost of reproduction new, and cost of reproduction less deprecia¬ 
tion. —The cost of reproduction new and cost of reproduction less 
depreciation of property other than land wholly and partly owned 
and used by the carrier is $3,461,356 and $2,597,442, respectively. 
It is divided as follows: 


Common-carrier Property. 

Cost of 
reproduction 
new. 


Cost of re¬ 
production 
less de¬ 
preciation. 


Wholly owned and used 


$3,437,327 $2,577,389 


Jointly owned and used: 


With Missouri, Kansas & Texas Rail¬ 
way Co. of Texas and, St. Louis 
Southwestern Railway Co. of Texas 
—one-third each; Texas Midland’s 
portion . 

1,822 

1,272 

With St. Louis Southwestern Railway 
Co. of Texas—one-half each; Texas 
Midland’s portion . 

19,271 

16,949 

With Houston & Texas Central Rail¬ 
road—one-half each; Texas Mid¬ 
land’s portion. 

1,091 

849 

With Texa.s & New Orleans Railroad 
—one-half each; Texas Midland’s 
portion . 

1,395 

983 

Total. 

3,461,356 

2,597,442 


These amounts classified in conformity with the classification of 
expenditures for road and equipment as prescribed by us are shown 
in the summary sheets which arc a part of this report as Appendix 1. 

Cost of lands, rif/hts of vmy, and terminals at the time of their 
dedication to public use and present vahie of the same. —The c/)st 
of carrier lands, as accurately as it could be determined from tho 
records, was found to be $67,493.44, and the present value of the 
same $254,034.99, divided as follows: 
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Carrier lands purchased... 
Carrier lands donated .... 


Acres. 

1,422,057 

511,008 


Original 

cost. 


$22,884.69 
44,608.75 


Present 

value. 


$180,715.75 

73,764.23 


Total 


1,933,065 67,493.44 254,479.98 


The figure $22,884.69, shown as the original cost of earner lands 
purchased, represent actual expenditures as disclosed by the 
232 books of the companies. Our accountants were unable to lo¬ 
cate all of the records of the company which contributed that 
part of the line from Ennis to Greenville. 

Present cost of condemnation or purchase of lands. —Following 
the views previously expressed, no attempt is made to state what 
would be the present cost of acquiring, citlicr by purchase or by 
condemnation, the lands of the carrier devoted to the public use. 

Property held for purposes other than those of a common car¬ 
rier. —The carrier owns 35.96 acres of land which arc not devoted 
to transportation purposes. The original cost and present value of 
this land, respectively, is divided as follows: 

Original Present 

.\cres. cost. value. 


Noncarrier lands purcha.«cd. 2.42 $5,410.00 

Noncarrier lands donated. 33.54 3,165.00 


Total . 35.96 8,575.00 


$8,269.85 
5,105.40 


13,375.25 


Aids, gifts, grants of right of way, and donations .—The right 
of way of the carrier was largely donated by citizens of Ennis, 
Greenville, Cooper, Commerce, and Paris, these being the i>rincipal 
towns which the road selves. For the most part these lands were 
purchased with money contributed by tlic citizens, the lands tliem- 
selves being deeded to the railroad. Certain sums of money and 
other contributions, in effect aids and donations, were received by 
the carrier. These amounted to $1,058,018.30, made up as follows: 


Right-of-way lands . $44,608.75 

Nontransportation lands. 3,165.00 

Cash bv citizens of five communities. 19,981.46 

Advances by individuals and companies on account of 
industrial tracks which are included in the repro¬ 
duction cost of this property. 1,130.30 

Interest due bondholders canceled. 121,249.96 

Money advances by Texas Midland Construction Com¬ 
pany apparently canceled. 778,219.71 

Equipment donated by Texas Midland Construction 

Company . 88,681.17 

Expenses, E. H. R. Green to St. Louis, chargeable 

against rails. 250.00 

Freight charges on coal, donated by Mrs. Green, 

chargeable against ballast. 731.95 


Total 


1,058,018.30 
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In addition to this* it should be noted that no interest was reck¬ 
oned upon the advances of the Texas Midland Construction Com¬ 
pany, and that since the settlement with that company in 1908, at 
which time these advances were reduced to $500,000, no in- 

233 terest has been reckoned or paid upon that account. The ac¬ 
counting report in Appendix 2 explains these figures in detail. 

The Texas Midland Railroad also occupies 16.42 acres of streets 
and alleys which have been vacated by municipal or other ordinances 
and the exclusive use given to it, the present value of which is 
$10,403.40. This sum is included in the present value of lands, 
above stated. 

Material and supplies .—As shown in the general balance sheet, 
the value of the material and supplies on hand is shown by the car¬ 
rier’s records to have been, u|X)n valuation date, $82,943.24. As 
adjusted by inventory of the materials and supplies on hand, this 
sum is increased to $96,857.19. The difference between these sums 
has not been explained, and has not been taken into the carrier’s 
records. 

Other values and elements of value. —No other values or elements 
of value were found to exist. 

Appendices .—Appended hereto as Appendix 1 are tlic summary 
sheets and explanatory text showing the classification of the cost of 
reproduction new and cost of reproduction less depreciation above 
set forth, in conformity witli the classification of expenditures for 
road and equi])incnt, exclusive of lands. Appendix 2 states the de¬ 
tails as to the corporate and financial histoiy, original cost to date, 
investment, capitalization, net and gross earnings, and expenditures 
of money and purposes for wliicli expended, of tlie carrier. Appen¬ 
dix 3 is a statement of tlie methods employed, and of the reasons for 
the differences between the various cost values reported. 

The engineering, land, and accounting reports give the details re¬ 
specting these figures and are on file in the bureau of valuation of 
the Commission, open to public inspection, and subject to the direc¬ 
tion of Congress, and such reports are referred to for greater par¬ 
ticularity as to the mattei*s herein stated. 

This order will be supplemented by such further findings and 
order with respect to the value of the carrier property as may be 
deemed appropriate. 

Bv the Commission. 

‘ [seal.] GEORGE B. McGINTY, 

Secretary. 

234 Appendix 1. 

Explanatory Text. 

Topography, geology, and climate .—The country traversed by the 
Texas Midland Railroad consists of rolling hills, interspersed with 
small depressions, no streams of any consequence being encountered 
except north of Ennis, where the Trinity River is crossed, and south 
of Greenville, where the Caddo River is crossed. The soil on the hills 
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is a sandy loam, while in the bottoms, a black waxy material is en¬ 
countered, which by some people is called “gumbo.^^ There are no 
outcroppings of rock and very little rock or hard material was en¬ 
countered in the construction of the roadbed. The average altitude 
of the territory traversed by the Texas Midland is 5'‘0 feet above 
sea level. The wintei*s are mild, snowfall being light, and the period 
of low temperature is of brief duration. The average rainfall dis¬ 
tributed throughout the year is 39 inches. 

Density of traffic .—The following table with reference to freight 
traffic, is a statement of the percentage on the principal classes of 
freight carried by this road: 


Total 

products Cement, Bitumi- 


Year. 

Grain. 

Cotton. 

of agri¬ 
culture. 

Lum¬ 

ber. 

brick, 

lime. 

nous All other 
coal, classes. 

Total 

1911. 

. 2.47 

9.33 

27.69 

6.39 

3.51 

31.51 

19.10 

100 

1912. 

. 6.34 

15.98 

40.26 

5.87 

3.08 

26.22 

4.25 

100 

1913. 

. 3.37 

11.89 

QO oo 

6.19 

2.95 

35.87 

7.51 

100 


The density of traffic on the Texas Midland Railroad for the year 
1914, compared with the density of traffic of all other railways in 
Texas, is shown in the following table: 

Texas All other 
Midland railroads 
Items. Railroad, in Texas. 

Number of revenue tons hauled 1 mile, per mile 

of road . 101,008 199,777 

Number of revenue passengers hauled 1 mile, per 

mile of road. 06,900 33,818 

Valuation Sections .—The Texas Midland Railroad property con¬ 
sists of the following main and other track mileage, with their 
235 appurtenances, as given below in the general description of 
valuation sections: 

Valuatio^n section No. 1 .—From suney station 0+00, being a 
rail monument 280 feet north of head block in the Houston & Texas 
Central Railroad’s main track, south end of the yards at Ennis, 
Tex., to survey station 3,855+21, being 1,070 feet north of tho 
center of the St. Louis Southwestern Railway of Texas’ crossing at 
Greenville, being 72.920 miles of main line. 

Valuation section No. 2. —1,120.9 linear feet of the north leg of 
the Y at North Ennis, of the Texas Midland Railroad and the Hous¬ 
ton & Texas Central Railroad, its easterly end being 82 feet south¬ 
westerly from head block in the Texas Midland’s main track at * 
North Ennis. This track is jointly owned by the above-named com¬ 
panies, and each has a 50 per cent interest. 

Valuation section No. 3 .—The connecting track between the Texas 
Midland and the Texas & New Orleans Railroad, being 902 feet in 
length, located at Kaufman, Tex., commencing at the head block 
1,486.3 feet north of the center of the railroad crossing of the above 
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railroads. This track is jointly owned by the above-named railroads, 
and each has a 50 per cent interest. 

Valuation section No. 4 . —Five tracks at the Refining Company’s 
plant at Greenville, Tex., which are jointly owned by the St. Louis 
southwestern Railway Company of Texas, the Missouri, Kansas & 
Texas Railway Company of Texas, and the Texas Midland Railroad, 
each company owning one-third undivided interest. The total 
length of the tracks is 2,617 feet. 

Valuation section No. o. —Five sidetracks in Jordan Street, Green¬ 
ville, Tex., and leading thereto, in which the St. Louis South¬ 
western Railway Company of Texas and the Texas Midland Rail¬ 
road each own a one-half undivided interest. The total length of 
these tracks is 5,760 feet. 

Valuation section No. 6. —Commences at survey station 3,877-|- 
22.5, being the head block in the St. Louis Southwestern Railway 
Company of Texas main track, 777.5 feet southwest of the center 
of the St. Louis Southwestern Railway of Texas and the Texas Mid¬ 
land Railroad crossing at Commerce, Tex., and extending to 6ur\*ey 
station 5,864+05.0 of the main track, 227 feet north of the south 
face of the freight depot at Paris, being 37.629 miles in length. 

Unit prices .—The unit prices applied to the schedules of repro¬ 
duction on the Texas Midland are the representative prices of rail- 
wav property constructed or purchased by the usual methods of 
railway construction. For that class of property which is generally 
constructed under contract, the unit prices are representative of unit 
costs. Where property is first purchased direct from the manufac¬ 
turer, or material is purchased from the manufacturer and installed 
by day labor, the unit prices are representative of unit costs. 

In all instances as specified by the classification of accounts of the 
Interstate Commerce Commission, the unit prices represent the total 
cost of the item of property in place, which is for all expense incident 
thereto, including such profits as representative unit costs may con¬ 
tain. 

236 Statement by Accounts, Giving Analysis of Unit Prices and 

Principles and Methods Followed. 

Account No. 1, engineering .—It was assumed that the cost of this 
account would be an amount equal to 244 per cent of Accounts Nos. 
3 to 47, inclusive. 

Account No. S, grading. —The quantities of clearing and grubbing 
are estimated according to the extent of timber contiguous to the 
right of way as of the date of valuation. 

The unit prices shown in the schedules of cost of reproduction 
are representative contract prices for work of this kind in the vicinity 
of northern Texas. 

The grading quantities shown are the actual quantities measured 
in the field, plus an amount for shrinkage which is added to the 
embankment quantities. This additional amount is shown sepa¬ 
rately in the schedules of reproduction. 

Clearing and grubbing, excavation and embankment quantities 
in the roadbed were given a ser\'ice condition of 100 per cent. 
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Account No. 6, bridges, trestles, and culverts. —A bill of material 
of all trestles is shown for each valuation section, accompanied by a 
statement of their aggregate length. 

The ser\’ice condition for each individual trestle was established 
for the deck and for the substructure separately. Subsequently the 
service condition per cents for all trestles on a valuation section were 
compiled and a weighted average obtained. 

The unit prices for pipe and box culverts are for all labor of in¬ 
stallation, including e.xcavation for foundation. 

Account No. 8, ties .—The percentages of first-class and second- 
class tics were determined from the carrier’s tie records. 

The unit prices applied to cattle-guard, bridge, and switch tics are 
stated in amounts per 1,000 feet board measure, unloaded in com¬ 
pany’s material yard. 

The service condition of ties was determined from statistical 
studies of the carrier’s records, and the conclusion reached that the 
renewals had been normal, thus giving the ties a senice condition 
of 50 per cent. 

Account No. 9, rails .—The unit prices applied to new rails are 
^ upon the basis of 5 per cent being second class and 95 per cent being 
lirst class. 


A study of the rail of the Texas ^lidland Railroad led to the con¬ 
clusion that any rail in main-line track could be expected to have a 
total life of 40 years as new rail before becoming relay; that new 
rail laid in side tracks could be expected to have a life of 100 
237 years before becoming scrap; and that relay rail would have a 
life of GO years before becoming syrap. 

The service condition was established for each of these cycles 
according to the age of the rail in each particular cycle. In order to 
do this it was necessary to ascertain the value of relay and scrap rail. 
Investigation led to the conclusion that relay rail of the Texas Mid¬ 
land Railroad had a net value of $23.50 per gross ton and scrap rail 
a net value of $9 per gross ton. The total gross tons of rail of each 
class were determined by the calculation of theoretical weights, not 
taking into account any loss due to wear. 

Account No. 10, other track material. —The unit prices applied to 
the various items of property classified under this account are repre¬ 
sentative of commercial prices f. o. b. common points on the Texas 
Midland Railroad to which are applied the cost of unloading and 
inspection. 

The unit prices on various items of property are shown in detail 
on the schedules of cost of reproduction. 

Angle bars were given the same sendee condition assigned to the 
cycle of rail with w’hich they w^re associated. 

Account No. 11, ballast. —The ballast was secured from several 
sources and the prices applied depend upon where the ballast was 
used. 


The burned-clay ballast used between Kaufman and Greenville 
w’as secured at the Kaufman pit and burned-clay ballast used between 
Commerce and Paris was secured at the Enloe pit. 

The cost f. 0 . b. cai's for cinders and sand includes only the expense 
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of loading. In determining tlie final prices applied to cinders, it 
was assumed that all cinders would have an average haul on the basis 
that they were secured at Terrell. 

No mortality tables or statistical data were available from which 
the service condition of the various classes of ballast could be esti¬ 
mated, and tliis was determined solelv bv observation. 

Account No. 12, trachlaying and surfacing. —The unit price ap¬ 
plied as shown in the schedules of cost of reproduction is representa¬ 
tive of contract prices for work of this class in the vicinity of north¬ 
ern Texas. 

Account No. 13, right-of-way fences. —The unit price applied to 
the various items of this account include the expense of installation. 
The service condition was determined by using the principles adopted 
by the engineering board. 

Account No. 15, crossings and signs. —The unit price applied to 
property embraced in this account includes cost of installation and 
all other expenses incident thereto. 

238 Account No. 16, station and office buildings .—The costs of 
reproduction new and of reproduction less depreciation of 
station and office buildings were determined by applying unit prices 
to tlie various parts of the building. 

The unit prices used for concrete masonry, rubble masonry, and 
excavation for foundations are representative contract prices for 
work in the vicinitv of northern Texas. 

Furniture and fixtures were found to be different for each build¬ 
ing, and a unit price for each individual piece of furniture was es¬ 
tablished. Typewriters, adding machines, and similar items were 
considered furniture. 

In establishing the ser\’ice condition of buildings each was divided 
into a number of elements, as roof, outside walls, inside finish of 
outside walls, ceiling, partitions, floorings, openings, and founda¬ 
tions. The age of the different Iniildings was ascertained, which in 
general is the age of each clement. Each element was carefully in¬ 
spected, and a service condition was established, based upon the age 
and expected life, modified by actual observations. 

Accotint No. 17, roadway buildings .—The costs of reproduction 
new and of reproduction less depreciation of roaxUvay buildings were 
established by the same methods as used in Account IG, station and 
office buildings. 

Account No. IS, water stations. —In obtaining the costs of repro¬ 
duction new and of reproduction less depreciation of buildings for 
water stations, the same methods were used as for Account 10, station 
and office buildings. The unit prices applied to wells of various sizes 
are based upon the representative prices of contract work in the 
vicinity of northern Texas. 

Account No. 19, fuel stations. —There is only one structure, which 
is located at Paris, coming under this account. This structure, being 
very similar to frame trestles, the costs of reproduction new and of 
reproduction less depreciation were determined by the same methods 
as used for timber trestles in Account G, bridges, trestles, and 
culverts. 


238 UNITED STATES OP AMERICA, ETC., VS. I. C. C. ET AL. 

Account No. SO, shops and engine houses .—The costs of reproduc¬ 
tion new and of reproduction less depreciation of shops and engine 
houses were established by the same method as used in Account 16, 
station and office buildings. 

Account No. 26, telegraph and telephone .—The only property 
which the Te.xas Midland owns under this account is a private tele¬ 
phone line from the general office to the machine shops at Terrell. 
A detailed bill of material is shown in the schedules of cost re¬ 
production. 

The unit prices applied are the average of commercial prices in 
the vicinity of northern Texas. The whole amount of the 

239 property being so small, the service condition was determined 
solely from observation, no attempt being made to apply 

mortalitv tables. 

t/ 

There are included in the cost of reproduction the expenditures 
the Texas Midland incurred building the Western Union Telegraph 
lines. 

Account No. 27, signals and interlockcrs .—The price applied to 
interlockers was based upon representative contract prices for inter¬ 
lockers of similar character installed complete. 

In determining the cost of reproduction new and the cost of repro¬ 
duction less depreciation of buildings, coming under this account, 
the same methods were used as set forth in Account 16, station and 
office buildings. 

Account No. 29, power-plant buildings .—In determining the cost 
of reproduction new and the cost of rejwoduction less depreciation of 
buildings, the same methods were used as set forth in Account 16, 
station and office buildings. 

Account No. S2, power distribution system .—The items of prop¬ 
erty coming under this account are but small in value. The unit 
prices determining the cost of reproduction are commercial prices 
for property of those classes plus the cost of installation. 

Account No. So, miscellaneous structures .—Under this account 
have been classified ways for unloading telegraph polos and bridge 
timbers at Terrell, Tex., cost of reproduction new being $84, and 
the cost of reproduction less depreciation, $20. 

Account No. S7, roadway machines .—The aggregate of property 
classified under this account is small, amounting to only $2,306, the 
items of which with prices aiiplied are shown in detail, in the sched¬ 
ules of cost of reproduction. 

Account No. SS, roadway small tools .—The property under this 
account is made up of numerous items. The service condition was 
determined by observation, the conclusion being reached that the 
small roadway tools were in a service condition per cent slightly 
above the average, the amount applied being per cent. 

Account No. SO, assessments for public improvements .—The ear¬ 
ner’s records showed that assessments aggregating $9,826.78 had 
been made against it for public improvements, which have not been 
included in the schedules of reproduction or the summaries thereof. 

xiccount No. 40 , revenues and operating expenses during con¬ 
struction .—The construction program adopted did not contemplate 
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that there would be any revenues which would be classified under 
this account. 

Account No. cost of road purchased .—The Texas Midland 
purchased that part of its line from Garrett, Tex., to Roberts, Tex., 
which transaction and the amounts have been fully set forth 

240 in Appendix 2. The physical property of this part of the 
road has been inventoried and classified under the proper 

accounts and shown in the schedules of cost of reproduction. 

Account No. 1^2, reconstruction of road purchased .—The state¬ 
ment under Account 41, cost of road purcliased, is applicable to 
reconstruction of road purchased. 

Account No. other expenditures, road .—To provide for the ex¬ 
pense of freight, over the line of the road during construction, and 
similar miscellaneous items, an amount of $50 i>er mile of main 
track was estimated as sufficient. 

Account No. 4^, shop machinery .—Each machine or piece of 
equipment of any consequence is listed separately w’ith the unit price 
applied, which price includes the foundation and installation. Small 
hand tools, numerous but of small individual value, were indi¬ 
vidually priced, then grouped, and only the totals for groups are 
shown on the schedules of cost of reproduction. The service condi¬ 
tion for machinery and equipment was determined by actual obser¬ 
vation, having in mind the age and the expected service life. The 
service condition of small hand tools and other similar property was 
generally considered as 50 per cent. 

Account No. pj, power-plant machinery .—The property under 
this account was treated in the same manner as Account No. 44, 
shop machinery and tools. 

Account No. 51, steam locomotives .—Each locomotive was in¬ 
spected for the purpose of identifying the property and making ob¬ 
servations as to additions and betterments which have been applied 
since the locomotive was originally purchased. The unit prices 
applied are representative prices of locomotives of each class, and 
include tlie freight from the locomotive works, also the cost of tool 
equipment, setting up, and breaking in. The locomotives which were 
jnirchased secondhand were given a “cost of reproduction new’^ at 
the secondhand price, which was subsequently depreciated. 

Account No. 53, freight-train cars .—All freight-train cars were 
inspected to establish their existence and service condition. Prior 
to the beginning of this inspection the carrier was asked to furnish 
a list of its freight equipment, which was used as a guide for the 
insix^ction. It was ultimately found that this list of equipment was 
in error 22Vj ]^er cent, which error was definitely estahlislied and 
acknowledged by the carrier. Among other things which brought 
about this error were: (a) A numlx'r of cars reported by the carrier 
did not exist; (h) cars were in existence of which the carrier had no 
record; and (c) two or more cars in existence carried the same 
number. 

241 The unit pnees applied to freight-train cars are representa- 
. tive prices paid by carriers for equipment of tlie various 

classes in the vicinity of northern Texas, which include freight from 
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the factory. Nothing is included for design, engineering, or in¬ 
spection, excepting that which was incurred by the manufacturer 
and is included in the original price. 

Account No. o4, passenger-train cars. —All passenger-train cars 
were inspected to detennine their existence and their service con¬ 
dition. 

The unit prices applied are representative of those paid by carriers 
in the vicinity of northern Texas, including the freight from the 
factory. Nothing is included for design, engineering, or inspection, 
excepting that incurred by the manufacturer and included in the 
original price. 

Account No. 55, motor equipment of cars. —The Texas Midland 
owns two motor passenger cars, which are used in suburban sendee. 
The equipment was practically new and the sendee condition was 
determined by actual observation. 

The equipment for these two cars coming under this account was 
included in the contract price paid for the cars as a whole and the 
unit price applied to this equipment was based upon those contracts. 
The reporting of all the expense for these cars under this account is 
not in exact conformity with the classification of accounts. That 
part of the equipment such as trucks and body of the car sliould bo 
classified under Account 54, passenger-train cars, but because of the 
impracticability of separating the costs of tlie various parts of the 
cars, these costs are shown in their entirety under this account. 

Account No. 51, wm'k equipment. —The property under this ac¬ 
count was inspected to establish the existence of the property. The 
unit prices applied are representative of the prices paid by the car¬ 
rier for property of this class, including freight from the factory. 
Nothing has been included for design, engineering, or insj)ection, ex¬ 
cepting that incurred by the manufacturer and included in the 
original price. 

Account No. 71, organization expenses; Account No. 7*2, general 
officers and clerks; Account No. 73, laic; Account No. 74, stationerij 
and printing; Account No. 75, ta.rcs; and Account No. 77, other ex¬ 
penditures, general.' —It was assumed that these accounts would be an 
amount equal to per cent of the road accounts, except Account 
2, land for transportation purposes. 

Account No. 76, interest during construction .—It has been as¬ 
sumed that this account would be an amount equal to 6 ]jer cent per 
annum for 10 months or one-half the con.rtruction period, 7 months, 
plus 3 months upon the road and general expenditure ac- 
242 counts, excepting Accounts No. 2 and No. 76; plus 6 per cent 
for 3 months upon the equipment accounts. 

Jointhf owned propertg .—The Texas Midland Railroad owns 
jointly with other carriei’s the following property, of which sched¬ 
ules of reproduction have been prepared and are included as a part 
of the Texas Midland report. These jointly owned properties are as 
follows: 
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Total for Joint property. 

_A_ 

Texas Cost of 

Midland’s repro- 




propor- 

Cost of 

duction 



tion ratio reproduc- 

less de- 

Val. sec. 

Joint owner. 

to totai. 

tion new. 

predation, 



Per cent. 



T. M., 2-T. 

Hou.ston & Tex. Cent. R. R 

50 

$2,182 

$1,608 

T. M., 3-T. 

Texa.s & N. U. R. R. 

50 

2,780 

1,966 

T. M., 4-T. 

Mo. Kan.s. & Texas R. R. 

& 




St. L. & S. W. Ry. 

3;u 

5,465 

3,815 

T. M., 5-T. 

St. L. & S. W. Ry. 

50 

39,441 

33,807 


Gcncral Suinmar}\ 

The costs of reproduction new and of reproduction less deprecia¬ 
tion of the property of the Texas Midland Railroad arc shown in 
the following general summary: 

Cost of re- 
Cost of production 

reproduc- less depre- 
tion new. elation. 

Wholly owned by Texas Midland R. R... $3,437,327 $2,577,389 

T. M., 2-T: Jointly owned with Houston & 

Texas Central "R. R. ; Texas Midland’s 


proportion 50 per cent. 1,091 849 

T. M., 3-T: Jointly owned with the Texas 
<fe New Orleans "R. R.; Texas Midland’s 

proportion 50 per cent. 1,395 983 

T. M., 4-T: Jointly owned with the Mis- 
souri, Kansas & Texas Ry. Co. of Tex., 
and the St. Louis Southwestern Ry Co. 
of Texas.; Texas Midland’s proportion 

33i per cent. 1,822 1,272 

T. M., 5-T: Jointly owned with St. Louis 
& Southwestern Ry. Co. of Tex.; Texas 

Midland’s Proportion 50 per cent. 19,721 16,949 


Texas Midland’s proportion of jointly 
owned property. 24,029 20,053 

Grand total for Texas Midland R. R. 3,461,356 2,597,442 

Noncarricr property .—Near Roberts, Tex., about 900 feet east of 
sur^’ey station 228 on what was formerly the right of way of 
the line loading from Garrett to Roberts, is an old depot approxi¬ 
mately 20 by 44 feet, which is still owned by the Texas Midland 
Railroad, but leased to a farmer as a barn. It was estimated that 
the cost of reproduction new of this building would be $642, and 
of reproduction new less depreciation, $64. 

16—3962a 
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243 At Commerce, Tex., near sirn’cy station 3880 is located a 
one-story frame cottage 10 by 28 feet, which was included in 

the purchase of right of way at the time the road was built. How¬ 
ever, as far as information is available, this cottage has never been 
used for transportation purposes but has always been rented as a 
residence. It was estimated that the cost of reproduction new of 
this cottage would be $1,003, and of reproduction less depreciation, 
$638. 

Neither of the above structures is shown in the schedules of re¬ 
production or included in the summaries thereof. 

Summary. 

A.—AVholly Owned and Used for the Purposes of a Common Carrier. 


Acet. 


Classes. 


I. Road. 


1. Engineering. 

3. Grading . 

6. Bridges, trestles, and culverts.... 

8. Ties . 

0. Rails. 

10. Other track material. 

11. Ballast . 

12. Track laying and surfacing. 

13. Riglit-of-way fences . 

15. Crossings and signs. 

16. Station and office buildings. 

17. Roadway buildings. 

18. Water stations. 

19. Fuel stations. 

20. Shops and engine houses. 

26. Telegraph and telephone lines.... 

27. Signals and interlockers. 

29. Power-plant buildings . 

32. Power-distribution systems. 

35. Miscellaneous structures. 

37. Roadway machines. 

38. Roadway small tools. 

43. Other expenditures—road. 

44. Shop machinery. 

45. Power-plant machinery . 

Total, 1, and 3 to 45, in¬ 
clusive . 


Cost of reproduction 
of road and eQuipment. 

_A_ 

t - 

Less 

New. 

depreciation, 

$58,773 

A • o 

i o 

411,886 

411,491 

387,792 

289,461 

281,112 

140,557 

525,134 

434,205 

103,295 

65,944 

227,255 

181,804 

239,631 

173,413 

48,443 

33,911 

29,565 

23,217 

109,319 

79,965 

27,004 

17,491 

30,428 

22,267 

7,675 

5,383 

68,155 

51,447 

8,715 

5,863 

9,834 

7,619 

6,474 

5,308 

1,867 

1,253 

84 

29 

2,306 

1,404 

2,295 

1,263 

5,528 

4,091 

57,333 

41,430 

21,009 

15,134 

2,670,912 

2,072,723 
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II. Equipment. 


Acct. Classes. 

51. Steam locomotives. 

53. Freight-train cars. 

54. Passenger-train cars ... 

55. Motor equipment of cai*s 

57. Work equipment . 


Cost of reproduction. 


Loss 

New. depreciation. 

187,928 107,643 

190,432 120,423 

73,455 39,236 

57,020 53,769 

73,236 41,869 


Total, 51 to 57, inclusive.. 582,071 362,940 


III. General Expenditures. 


71. 

72. 

73. 

Organization expenses.] 

General officers and clerks. 

Law". 

- 40,064 

31,091 

74. 

75. 

76. 

Stationnery and printing. 

Taxes .^ 

Interest during construction. 

144,280 

110,635 


Total, 71 to 76 inclusive.. 

184,344 

141,726 


Grand total, 1, and 3 to 76, 
inclusive. 

. 3,437,327 

2,577,389 


244 B.—Jointly Owned and Used with 

Railroad, One-half Each; 0.212 
T. M., 2-T. 


Acct. Classes. 

1. Engineering. 

3. Grading . 

6. Bridges, trestles, and culverts. 

8. Ties. 

9. Rails . 

10. Other track material. 

12. Tracklaying and surfacing.. 
15. Crossings and signs. 


elusive 


71. Organization expenses. 

72. General officers and clerks.. 

73. Law. 

74. Stationery and printing_ 

75. Taxes . 

77. Other expenditures, general, 


Houston & Texas Central 
miles, Valuation Section 

Cost of reproduction. 

/-^-s 

Less 

New. depreciation. 



$45 

$45 


190 

190 


140 

105 


393 

197 


850 

722 


107 

86 


193 

143 


129 

106 


2,047 

1,594 





31 

24 
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Cost of reproduction. 

t --\ 

Less 

Acct Classes. New. depreciation. 

76. Interest during constiiiction. 104 80 

Total, 71 to 77, inclusive... 135 104 

Grand total, 1, and 3 to 77, 
inclusive . 2,182 1,698 

Texas Midland’s portion. 1,091 849 


C.—Jointly Owned and Used with Texas & New Orleans Railroad, 
One-half Each; 0.12 mile. Valuation Section T. M., 3-T. 

Cost of reproduction. 


Less 

Acet. Classes. New. depreciation. 


1. Engineering. 

$58 

$58 

3. Grading . 

312 

312 

6. Bridges, trestles and culverts. 

617 

388 

8. Ties. 

441 

221 

9. Rails. 

521 

452 

10. Other track material. 

359 

203 

11. Ballast . 

37 

30 

12. Tracklaving and surfacing. 

272 

182 

Total, 1 and 3 to 12, in- 



elusive. 

2,617 

1,846 


71. Organization expenses. 

72. General officers and clerks.. 

73. Law. 

74. Stationery and printing_ 

75. Taxes . 

77. Other expenditures, general. 

76. Interest during construction 


Total, 71 to 77, inclusive... 172 120 

Grand total, 1 and 3 to 77, 
inclusive. 2,789 1,966 

Texas Midland’s portion. 1,395 983 
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245 D.—Jointly Owned and Used with the Missouri, Kansas & 

Texas Railway Co. of Texas and St. Louis Southwestern 
Railway Co. of Texas, One-third Each; 0.496 Mile, Valu¬ 
ation Section T. M., 4-T. 

Cost of reproduction. 


Less 

Acct. Classes. New. depreciation. 


1. Engineering . $113 $113 

3. Grading . 163 163 

6. Bridges, trestles, and culverts .... 921 552 

8. Tics . 753 377 

9. Rails . 1,450 1,210 

10. Other track material. 672 401 

11. Ballast . 246 197 

12. Tracklaying and surfacing. 775 543 

15. Crossings and signs. 35 26 


Total, 1, and 3 to 15, in¬ 
clusive . 5,128 3,582 


71. Organization expenses ... 

72. General otlicei’s and clerks 


74. Stationery and printing .., 

75. Taxes . 

77. Other expenditures, general 


76. Interest during construction. 260 180 

Total, 71 to 77, inclusive .. 337 233 

Grand total, 1, and 3 to 77, 
inclusive . 5,465 3,815 

Texas Midland’s portion . 1,822 1,272 


E.—Jointly Owned and Used with St. Louis Southwestern Railway 
of Texas, One-half Each; 1.091 Miles, A'^aluation Section T. M., 
5-T. 


Acct. Classes. 

1. Engineering . 

3. Grading. 

6. Bridges, trestles, and culverts 

8. Ties . 

9. Rails . 

10. Other track material. 

11. Ballast .. 


Cost of reproduction. 

_ K _ 

New. 

- ^ 

Less 

depreciation. 

$814 

$814 

2,027 

2,027 

483 

350 

1,875 

938 

3,543 

3,019 

1,072 

713 

707 

566 
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Acct 


Classes. 


Cost of reproduction. 


Less 

New. depreciation. 


12. Tracklaying and surfacing 

15. Crossings and signs. 

16. Station and office buildings 

18. Water stations . 


1,513 1,104 . 

2,038 1,485 

18,146 16,294 

4,790 4,503 


Total, 1 and 3 to 18, in¬ 
clusive . 


71. Organization expenses. 

72. General officers and clerks. 

73. Law. 

74. Stationery and printing. 

75. Taxes. 

77. Other expenditures, general. 

76. Interest during construction. 

Total, 71 to 77, inclusive .. 

Grand total, 1 and 3 to 77, 
inclusive . 

Texas Midland’s portion . 


37,008 

31,813 

> 

^ 555 

475 

1,878 

1,609 

2,433 

2,081 

39,441 

33,897 

19,721 

16,949 


246 Appendix 2. 

Introductory. 

Previous to 1891 the Texas Central Railway Company had con¬ 
structed a line of railroad from GaiTctt to Roberts, both in the state 
of Texas. This line was 52.08 miles in length, was not connected 
with the main line of the Texas Central, and was commonlv known 
as the Northeastern branch. 

In 1891 the property of the Texas Central Railway Company, in¬ 
cluding this branch, was sold at foreclosure sale to a committee acting 
for the bondholders of that company. Mrs. Hetty R. Green, wdio 
owned a considerable number of these bonds, subsequently to the 
sale made an arrangement with the other bondholders by which her 
bonds w'ere to be exchanged for the Northeastern branch. The 
Texas Midland Railroad was organized by ber for tbe purpose of tak¬ 
ing over, extending, and operating this 52 miles of railroad which 
she thus acquired. 

The conveyance of this property was finally made by the bond¬ 
holders’ committee directly to the Texas Midland Railroad at the re¬ 
quest of Mrs. Green. She furnished the money for the subsequent 
development of the property. 
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Corporate History. 

Texas Midland Railroad, that being the full name, is a corporation 
of Texas with its principal office at Terrell in that state and was in¬ 
corporated December 16, 1892. In February, 1893, it began the op¬ 
eration of its railroad, although.the formal conveyance of the North¬ 
eastern branch does not seem to have been perfected until the fol¬ 
lowing May. Since February, 1893, this corporation has continued 
to operate the Texas ^lidland Railroad. No other corporations are 
involved in the history of this property. 

Construction. 

The Texas Midland Railroad at once proceeded to improve and 
extend its railway, and in the course of these operations constructed 
three pieces of railroad. 

247 1. The southern terminus of the Northeastern branch had 

formerly been at Garrett, but Ennis was now made the south¬ 
ern terminus and a piece of railroad 4.619 miles in length was built 
from Ennis to Midland Junction, 1.93 miles north of Garrett. In 
1896 the old line from Midland Junction to Garrett was abandoned. 

2. From Roberts, originally tlie northern terminus of the North¬ 
eastern branch, the road was extended to Greenville, a distance of 
18.766 miles. 

3. A new lien was constructed from Commerce to Paris, 37.629 
miles in length. 

The first two of these extensions were opened for busienss in 1894; 
the last about October 1, 1896. The distance from Greenville to 
Commerce is approximately 14 miles, and the Texas Midland Rail¬ 
road uses between these points under a trackage arrangement the 
line of the fSt. Louis Southwestern Railway Company of Texas, 
thereby obtaining a through operating line from Paris upon the 
north to Ennis upon the south about 125 miles long. 


Capitalization. 

On January 27, 1893, the purchasing trustees executed a deed of 
the Northeastern branch to the Texas Midland Railroad, which was 
recorded on April 4, 1893, and was delivered to the Texas Midland 
Railroad on May 23, 1893, at the request of Mrs. Green. On the 
same date the Texas Midland Railroad voted to issue to Mi's. Green 
$500,000 of its paid-up capital stock and $750,000 of its 5 per cent 
bonds. 

The company also issued to Mrs. Green $150,000 of 5 per cent 
betterment bonds, which were secured by a first mortgage upon the 
property, and Mrs. Green upon her part paid to the company $75,000 
in cash. As a result of these transactions the capitalization of the 
company stood as follows: 
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May 23, 1893, 5,000 shares capital stock, par value .... $500,000 

July 27, 1893, first mortgage 5 per cent betterment 

bonds, par value . 150,000 

July 27, 1893, second mortgage 5 per cent purchase 

money bonds, par value. 750,000 


Total .•. 1,400,000 


The laws of Texas then provided and still provide that a railway 
company shall not issue stocks and bonds in excess of the value of its 
property, as determined by the railway commission of that state. 
In 1895, the Texas commission valued the property of the Texas Mid¬ 
land Railroad then in existence, and in 1901 it valued the additions 
to that property which had been made subsequently to its first 
248 valuation, and at the same time readjusted the value of its 
equipment. The total value as thus established slightly ex¬ 
ceeded $2,112,000. Included in this sum is the value of 1.03 miles 
of road between Midland Junction and Garrett which was abandoned 
in 1898. The amount applicable to the abandoned line was shown 
of record to be $19,277.54. Our accounting rules require that the 
ledger value of retired pro])erty be credited to the investment account 
upon its retirement, and if the ledger value of the retired property 
be not separately shown a proportionate share of the ledger value 
of the property of which it is a ])art sliould be credited. 

In 1908, the capitalization of the Texa.s Midland Railroad was 
recast. Of the 5,000 shares of capital .<tock ont.'^^tanding 3,880 were 
canceled, leaving 1,120 shares outstanding. All of the original 
$900,000 of bonds were retired and new mortgage bonds, bearing 
interest first at the rate of Al'j per cent, but s\d>sequently at tlie rate 
of 4 per cent, were issued to tlie amount of $2,000,001). This left 
the capitalization of that company as follows: 


Capital stock, par value . $112,000 

Mortgage indebtedness, 4 per cent, par value. 2,000,000 

Total . 2.112,000 

/ 7 


The foregoing has ever since continued to be and was the capi¬ 
talization of the company at June 30, 1911. 

It will be subsequently noted that the money for the development 
of this property was furnished by Mr?. Green, for the most part 
under the name of the Texas ^lidland Construction Com[>any. At 
the time of the recasting of the capitaliation as above, and appar¬ 
ently as a part of that transaction, the indcl)tedness of tlie Texas 
Midland Railroad to the Texas Midland Construction Company was 
canceled except for the amount of $500,000, whieli is still outstand¬ 
ing and which constitutes a deferred liability in that amount and is 
really a part of the capitalization of the company. 
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Amounts Realized from the Sale of Securities. 

The entire first issue of stocks and bonds as given above, aggre¬ 
gating $1,400,000, was delivered to Mi*s. Green, who in consideration 
therefor delivered the deed to the Northeastern branch to the Texas 
Midland Railroad and paid to it $75,000 in cash. 

The value of this 52 miles of railroad at the date of conveyance 
is not known. The amount expended in its construction, as shown 
bv tlie records of the Texas Central Railway Company, aggregates 
$550,987.15. 

^Irs. Green was the owner of 750 bonds of the par value of $1,000 
each out of a total issue of 3,999 bonds against the Texas 
219 Central. Her pro rata sliare of tlie amount received from 
the foreclosure sale, less the expenses of said sale and certain 
necessary payments, was $113,527.50. Slie surrendered her 750 
bonds and paid the purchasing trustees for the bondholders $75,000 
in cash for the Northeastern branch. 

As a part of this arrangement, Mrs. Green received a conveyance 
of certain lands not belonging to the Northeastern branch and as¬ 
sumed certain contingent liabilities. It can not be determined 
whether the net result of these collateral transactions was in favor of 
or against Mi's. Green, but they were insignificant in amount and 
may be disregarded. 

There is nothing in the records of the Texas Midland Railroad to 
show what Mi's. Green paid for her 750 bonds nor when she paid 
it, nor what, if anything, she had previously received on account 
of said bonds. 

If it be assumed that the price at which the property of the Texas 
Central Railroad Company sold under foreclosure was the real value 
of the pro})erty itself, and that the bargain between Mrs. Green and 
her fellow bondholders was a fair one, then Mrs. Green paid for her 
$1,400,000 of securities $188,527.50 in property and $75,000 in 
cash. In fact, there seems to be no reason for assuming that the 
above amount did represent the actual value of the property trans¬ 
ferred by Ml'S. Green to the Texas Midland Railroad, and it can only 
be affirmed that she paid for these securities a rather poor railroad 
52 miles long and $75,000, in money. 

As already stated, the Texas Midland Railroad improved that por¬ 
tion of its railroad which it received from ^Ii's. Green and also con¬ 
structed three pieces of new line. The money with which these ex¬ 
penditures were made was funiished by Mrs. Green, mostly in the 
name of the Texas Midland Construction Company, but partly 
through the Chemical National Bank of New York City. The total 
advances made by her in the name of the construction company 
previous to August, 1898, were $1,658,762.90, but of this $116,- 
481.81 had been returned in cash and materials, leaving a net ad¬ 
vance through that company of $1,542,281.09. The advances made 
through the Chemical National Bank were $88,168.43. 

When the capitalization was recast in 1908 the stock which was 
canceled and the old bonds which w’ere retired were delivered by 
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Mrs. Green to the company, which in turn delivered to her the 
$2,000,000 of new 4 per cent bonds. No evidence exists of any 
agreement or arrangement between Mrs. Green and the company 
with respect to this transaction excejit tlie entries upon the books of 
the Texas Midland Railroad itself. From them it would appear that 
the $2,000,000 in bonds was used to retire the $388,000 of 
230 capital stock, the $900,000 of old bonds, to extinguish the 
debt of $88,168.13 due Mi’s. Green for advances through the 
Chemical National Bank, to pay upon the debt due the Texas Mid¬ 
land Construction Company $264,061.38, and to adjust $359,770.19 
of interest due bondholders. This would leave due the Texas Mid¬ 
land Construction Company $1,278,219.71, of which $778,219.71 
appears to have been canceled, leaving an indebtedness of $500,000 
to that company or Mrs. Green. 

In this adjustment no interest whatever was reckoned uix)n the 
advances of the Te.xas Midland Construction Company or the Chem¬ 
ical National Bank. 

In 1899 the Texas Midland Construction Company paid $88,- 
681.17 for 100 box cars which were delivered to the Texas Midland 
Railroad. It would a})pear therefore that the total cash payments 
into the treasurv of this companv in consideration of its stocks and 
bonds have been: 


Account first mortgage bonds. $75,000.00 

Through the Texas Midland Construction Co. 1,542,281.09 

Through the Chemical National Bank. 88,168.43 

On account of box cars. 88,681.17 


Total 


1,794,130.69 


The company never lias paid any dividends upon its capital stock, 
nor has any interest ever been paid upon the $500,000 left due on 
account of advances by the construction company in the adjustment 
of 1908. It has paid interest upon its bonds aggregating in all 
$334,596.26. 

Gross and Net Earnings. 


The Texas ^lidland Railroad opened its books and began to trans¬ 
act business on February 26, 1893. From that date to and includ¬ 
ing June 30,1914, its gross earnings from operation and its operating 
expenses were: 

Gross earnings (railway operating revenues).$9,939,298.80 

Operating expenses (railway operating expenses).... 8,539,431.88 


Leaving net earnings (net revenue from railway op¬ 
eration) . 1,399,866.92 

During the same period taxes assessed against the 
the Texas Midland aggregated (railway tax accruals) 274,367.20 


Leaving a net income of (railway operating income.. 1,125,499.72 
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To this should be added income from nonoperating 

sources of (nonoperating income). 1,504.22 


251 Making gross income for the period (gross in¬ 
come) . 1,127,003.94 

During this period the Texas Midland accrued for 
rents, hire of equipment, and interest on unfunded 
debt (chargeable to deductions from gross income). 357,094.74 


Leaving for the payment of interest and dividends 
during this period (also chargeable to deductions 
from gross income) . 769,909.20 

Tlie details from which the above statement is summsirized appears 
in Exhibit C, which is subjoined to this appendix. An attempt was 
made to rewrite tlie books of the Texas Midland from their inception 
down to June 30, 1914, in accordance with our present accounting 
rules. The figures which appear in Exhibit C are those obtained by 
our accountants through this process of revision and are not the 
figures which stand upon the books of the carrier. 

The Texas Midland Railroad received, as subsequently appeal’s in 
more detail, certain donations of money and of operative lands which 
had been purchased on its account with money donated and which 
are treiited as equivalent to the money paid for them, aggi-egating 
$66,702.40. 

The foregoing sums, viz, the amounts paid in by Mrs. Green, the 
donations, the net coi-porate income, and $20,000 received on notes, 
are apparently all that this company had received from its incep¬ 
tion down to June 30, 1914, with which to construct its property and 
to pay interest and dividends. It did pay in interest, as already 
noted, the sum of $334,596.26, the balance being used in the con¬ 
struction and development of the property and for the acquisition 
of other assets. The maximum available for the construction of the 
property would therefore be $2,973,528.12, made up as follows: 

Cash from Mrs. Green.$1,794,130.69 

Net income from operation. $769,909.20 

Add depreciation charges included in 
expenses. 99,303.04 

Donations of land and cash. 

Net proceeds from sale of notes. 

Expenditures of the Texas Central Railway upon the 

Northeastern branch . 

Appraised value of equipment which came to the Mid¬ 
land with the Northeastern branch of the Texas 
Central Railway. 


869,212.24 

66,702.46 

20,000.00 

550,987.15 


21,000.00 


3,322,032.54 
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252 Less: 

Interest paid. $334,596.26 

Cash on hand June 30, 1914 13,908.16 

- 348,504.42 

Total. 2,973,528.12 


Investment in Road and Equipment. 

The investment in road and equipment as stated in the records of 
the Texas Midland Railroad at June 30, 1914, amounted to $2,748,- 
171.46, but this sum includes $1,250,000 in securities issued to ^Irs. 
Green in consideration of the transfer of the Northeaslcm branch 
of the Texas Central Railway and the payment to the purchasing 
trustees of $75,000 in cash. 

It became evident that the investment account of this carrier had 
not been correctly kept and an attempt was made to restate that ac¬ 
count in accordance with our accounting rules now in force. For 
this purpose the entire books of the Texas Midland Railroad were 
in effect rewritten, ever}' voucher being examined and reassigned as 
far as possible. 

While the work of rewriting the accounts of this carrier as above 
was enormous, the result was in no way satisfactory and can be ac- 
cojjted only as a maxiniuni. It was frequently impossible to deter¬ 
mine whether the expenditure covered by a particular voucher was 
devoted to operation or represented a betterment to the property. 
Again, while it was usually possible to identify charges covering 
additions to the property, it was not possible to determine to tlie 
same extent retirements nor to determine the amount to be deducted 
from the investment account on account of such retirements, except 
with respect to 1.93 miles of road between Midland Junction and 
Garrett, which was abandoned in 1896, which amount has been 
determined. 

This carrier expended about $2,200,000 in rehabilitating the 52 
miles purchased, constructing about 60 miles of new extensions, in¬ 
cluding subsequent additions and betterments to its entire line, and 
for equipment. It it possible that some part of this amount which 
was expended in rehabilitating the purchased mileage should have 
been charged to operating expenses, but the records did not permit 
of the division being made. 

In rewTiting the accounts of the Texas Midland Railroad it was 
found that numerous items of expenditure were erroneously classified. 
Items were found in the inve.stmont account that have been excluded 
in making our adjustments, while other items have been added that 
have improperly been charged to other accounts. As a rc- 
253 suit of these adjustments the maximum of the investment 
account has been restated at $2,892,360.94, which sum is 
represented by the following expenditures: 
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Expenditures by the Texas Central Railway. $550,987.15 

Appraised value of equipment transferred by the 
Texas Central Railway to the Texas Midland Rail¬ 
road . 21,000.00 

Expenditures by the Texas Midland Railroad and 

Texas Midland Construction Co. 2,214,890.91 

Expenditures by Mrs. Green and others. 124,760.42 

2,911,638.48 

Deduction for 1.93 miles abandoned. 19,277.54 

Total investment in road and equipment 

(maximum) . 2,892,360.94 


A summary of the items embraced in the adjustment of this ac¬ 
count will be found in Exhibit A. 

Original Cost to Date. 

The original cost to date of each piece of property owned by the 
Texas Midland Railroad can not be ascertained from available rec¬ 
ords. In lieu of an exhibit of that kind, it was possible to compile 
data which show that the amount of money expended upon its prop¬ 
erty did not exceed $2,892,360.94. This figure must not be accepted 
as representing the precise original cost of its existing property, as 
it may include the cost of other retired property which could not be 
identified in the accounts. It also includes some expenditures in¬ 
curred in rehabilitating the 52 miles of the Texas Central Railway 
w’hich should, properly speaking, have been charged to operating 
expenses as renewals. It is, therefore, stated as a maximum. 

A division of the sum designated as maximum expenditures 
among the three general classes of expenditures is: 


Road . $2,368,828.00 

Equipment. 522,874.59 

General expenditures . 658.35 

Maximum expenditures . 2,892,360.94 


A distribution of this sum between the Texas Central Railway, 
the Texas Midland Railroad, and donations, as well as by primary 
accounts, will be found in Exhibit B. 

Equipment .—So far as determinable from the records of the com¬ 
pany the original cost to date of the equipment of the Texas Midland 
Railroad now on hand is given below by classes: 
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No. of 



units. 

Cost. 

Steam locomotives.. 

. 17 

$180,547.84 

Freight-train cars... 

. 246 

165,771.55 

Passenger-train cars, 

including motor equip- 


ment . 

. 18 

116,595.45 

Work equipment... 


59,959.75 

Total . 

. 336 

522,874.59 
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Box car No. 1894 (galvanized sides and roof), included in freight- 
train cars reproduction cost, is not included in original cost, as it 
could not be ascertained whether this car had been built at the com¬ 
pany's shops and the cost thereof charged to operating expenses, or 
whether it had been donated; no record of the cost of the car could 
be found in the accounts. 

It should be carefully noted that the above figures do not purport 
to be original cost to date, but simply tlie original purchase price 
plus such other items of cost incurred at that time as appeared upon 
the books of the carrier, together with such expenditures for im¬ 
provements as could be allocated. 

Aids, Gifts, Grants, and Donations. 

The following is a summary of the cash, land, and other values 
donated to the Texas Midland Railroad: 


Cash subsidies by citizens of five communities. $19,981.40 

Right-of-way lands donated. 44,008.75 

Nontransportation lands donated. 3,105.00 

Equipment donated by Texas Midland Construction 

Co. 88,081.17 

Interest due bondholdei*s canceled. 121,249.90 

Money advances by Texas ^Midland Construction Co., 

obligations to repay canceled. 778,219.71 

Donations by individuals and companies account spur 

tracks. 1,130.30 

Other donations. 981.95 


Total aids, gifts, grants, and donations. 1,058,018.30 


Cash subsidies. —Five communities along the line of the Texas 
Midland Railroad, as an inducement to the carrier to extend and 
construct its line to and through those communities, volunteered not 
only to secure the right of way for the carrier, but also to contribute 
certain sums in cash. The sums which it was agreed would be con¬ 
tributed were not in all cases received, the amounts actually con¬ 
tributed being as follows: 


255 Citizens of Ennis, Tex. $5,963.25 

Citizens of Greenville, Tex. 3,000.00 

Citizens of Paris, Tex. 5,000.00 

Citizens of Cooper, Tex. 5,018.21 

Citizens of Commerce, Tex. 1,000.00 


Total . 19,981.46 


Right-of-way lands .—In addition to the cash subsidies which the 
foregoing communities agreed to contribute to the carrier, they also 
obligated themselves to secure lands for right of way and other 
purposes for the carrier, through the counties in which those com¬ 
munities were located, free of all cost to the carrier. Deeds enumer¬ 
ating a cost of $47,773.75 were found in evidence for which no 
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rocorcl of payment could be located in the accounts of the carrier. 
This amount is apportioned as follows: 


Rij^ht-of-way lands . $44,608.75 

Nontransportation lands . 8,165.00 

Total . 47,773.75 


Equipment .—One hundred box cars were purchased for tlie Texas 
Midland Railroad and paid for l)y the Texas Midland Construction 
Company. The cost of this equipment was $86,500, less 1 per cent, 
and an additional sum of $3,046.17 for air brakes, or a total of $88,- 
681.17 which is treated as a donation. 

Interest due bondholders canceled. —Vouchers aggregating $37,- 
500, covering interest during 1904 and 1905, were receipted by the 
payee. Mi’s. Green, and returned to the carrier; no money, however, 
was paid in this transaction. Interest coupons from July 1, 1908, 
to August 1, 1909, amounting to $83,749.96, were surrendered and 
canceled without payment, the result being that the company had 
returned to it $121,249.96 in interest, which is also treated herein 
as a donation. 

Money advances by Tc.vas Midland Construction Company .—This 
company advanced money to and for account of the railroad to the 
extent of $1,658,762.90. Of the sums advanced $500,000 is still 
due, $116,481.81 was liquidated by casli and material payments, 
$264,061.38 was paid by an equal amount of first-mortgage bonds 
in 1908, and the remainder, $778,215, was canceled in August, 
1908. It does not appear that tliese advances were endcnced by 
notes or other forms of certificates of indebtedness, and the cancel¬ 
lation of this amount is recorded only in the accounting adjustment 
of the item. 

Donations account of spur trades. —There was contributed by in¬ 
dividuals and companies the sum of $1,130.30 to reimburse the rail¬ 
road for expenditures made by it in the construction of side 
256 and spur tracks; the property so constructed, it is understood, 
is owned bv the caiTier. 

Other donations. —Two checks, aggregating $981.95, were issued 
by the Texas Midland Construction Company, one to cover $250 
personal expenses of E. II. R. Green in the purchase of rail, the 
other for $731.95 for freight on slack coal for burning ballast. 
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Leased Railway Property. 

As heretofore stated, the Texas Midland Railroad makes use of 
certain tracks and facilities of other companies, as follows: 


Name of owning company. 


Description and location 
of facility. 


Amount 
payable for 
use for the 
fis'cal year 
1014. 


St. Louis Southwestern Rail- 
w^ay Co. of Texas. 

Houston & Texas Central 
Railroad Co. 


13.97 miles of track, Green¬ 
ville, to Commerce, Tex. $32,133.33 

1.21 miles of traek and pas¬ 
senger station, Ennis, 

Te.x. 1,800.00 


Paris & Great Northern 

Railroad Co.0.39 of a mile of track and 

passenger station, Paris, 


Tex 


1,172.43 


Total . 35,105.70 

During the same period the carrier received $020.50 rent for use 
of facilities owned by it, $182.50 of which was received from carriers 
and $444 from other tenants. 


Materials and Supplies. 

An inventory of the materials and supplies of the railroad com¬ 
pany was taken by the accountants, jointly with the representatives 
of the carrier, as of June 30, 1914. The prices applied were ob¬ 
tained from invoices rendered the carrier in the purchase of its 
materials and supplies and from cost data compiled by the account¬ 
ants in their analysis of the carrier’s records; the rejn-esentatives of 
the carrier also cooperated in this feature of the work. The result 
of the inventorv was to show an increase in the material accounts of 
nearly $14,000, and althougli the carrier was pos.*<es.sed of a copy 
of the inventorv since Julv 17, 1915, no reconciliation was made 
by it of the material account, and the unadjusted book record has 
lx>en used in the general balance sheet statement. A distribution of 
the book record and the inventorv follows: 


257 Account. 

Fuel . 

General store . 

Cro.ssties . 

Shop . 

Roadwav . 


Btx)k record. Inventory. 

$1,383.94 $1,809.59 

0,210.22 0,405.84 

15,033.70 13,073.92 

39,490.18 58,284.52 

20,813.20 17,133.32 


Total 


82,943.24 96,857.19 
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In stating the value of materials and supplies on hand no deduc¬ 
tion whatever has been made for depreciation. In all cases of new 
property the cost figure is applied. In cases of secondhand property 
at attempt was made to apply a fair secondhand price, but there was 
comparatively little of such property. 

Exhibits. 

Subjoined in this appendix are exhibits, as follows: 

Exhibit A.—Adjustment of investment in road and equipment. 

Exhibit B.—Classification of recorded expenditures for road and 
equipment. 

Exhibit C.—Income account for the period, February 26, 1893, 
to June 30, 1914. 

258 Exhibit A. 

AdjuMment of Investment in Road and Equipment, 
Investment in road and equipment as recorded.... $2,748,171.46 
Add: 


Property expenditures charged to 

operating expenses .$184,505.55 

Property expenditures charged to 

income account. 453,991.92 

Property expenditures charged to 

suspense account . 22,345.99 

Appraised value of equipment ac¬ 
quired from Texas Central Rail¬ 
way . 21,000.00 

Depreciation credited to this ac- 

icount in error. 152,727.53 

Contribution of interest credited 

to this account in error. 37,500.00 

Arbitrary credit to adjust this ac¬ 
count to par value of securities 
issued, now reversed. 32,280.05 


- 904,251.04 

3,652,422.50 

Deduct: 


Expenditures now transferred to 

operating expenses . 51,349.64 

Expenditures now transferred to 

profit and loss. 32,069.36 

Discount on bonds. 75,000.00 

Credit in error to revenue account 90.50 

17-—3962a 
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Two dismantled locomotives now 


written out. 6,000.00 

Abandonment of 1.93 miles of 

roadbed and track. 19,277.54 

Sidetrack expenditures included as 

aids . 1,130.30 

Noncarrier lands. 891.79 

Securities issued in acquisition 


of property of Texas 
Central R a i 1- 

way. $1,250,000.00 

Less recorded cost 
of construction. 550,987.15 

- 699,012.85 

- 846,266.90 


Investment bv Texas Midland Railroad and Texas 


Central Railway . 2,767,600.52 

Investment by others, classed as aids, donations, etc. 124,760.42 

Total investment (maximum). 2,892,360.94 
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General Expenditures. 

71. Organization expenses . 374.00 374.00 374.00 

72. General oirice and clerks. 212.85 212.85 212.85 

73. Law . 21.50 21.50 21.60 

77. Other expenditures—General. 50.00 50.00 60.00 
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2G1 Exhibit C, Continued. — Income account for the period February 1893, to June 30, 1914,, 

Operating Railway Total oi)er- Non-oper- 

Flscal ratio Net revenue tax ating income ating Gross in- 

yea r endedJune 30— (percent). ordeticit. accruals. or deficit income. come or loss. 

1893. 101.50 ^$162.21 . ‘$162.21 . ‘$162.21 
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Exhibit C. Continued. —Income account for the period February ^6, 1893, to June 30, 19 

Hire of Total deduc- 

Fiscal equipment Joint Interest on Interest on tlons from Net income 

year ended June 30— debit balance. facility lines. funded debt. unfunded debt gross income. or loss. 

1893. . .. " $162.21) 
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262 Appendix 3. 

Statement of Methods. 

In making valuations of steam railroads the entire country was 
divided into five districts, each containing approximately 50,000 
miles of railway. This division was generally a territorial one by 
state lines, but an entire railway system has been usually asssigned 
to one district, even though it extended into the territory of another 
district. Thus, the Northern Pacific Railway was assigned to the 
Pacific district, although it ran through the states of three districts. 

The work itself was divided, according to its character, into three 
sections or classes—engineering, land, and accounting. These titles 
sufficiently indicate the general nature of the work of the several 
sections. 

The Commis.sion created for the prosecution of this task a bureau 
of valuation, the overhead organization of which is as follows: 

1. A director, having general charge of all branches. 

2. An advisoiT board, whose duty it is to consider questions aris¬ 
ing in the institution and prosecution of the work with a view to 
advising the director and the commission. 

3. A solicitor, having charge of the law mattei*s peculiar to valua¬ 
tion under the chief counsel of the Commission; and, in each dis¬ 
trict, a valuation attorney, who also has general charge of land matr 
tei*s in the district. 

4. An engineer, in charge of the engineering work in each dis¬ 
trict. These five engineers together make up what is known as the 
engineering board, which confers upon all engineering matters and 
recommends as a board to the director the methods and regulations 
which are to be followed as to engineering matters. 

5. A supervisor of land appraisals, having general jurisdiction 
over all matters relating to lands. 

Under him as to land in each district is the valuation attorney, 
having immediate charge of land matters in that district. 

6. A supervisor of accounts, having general supervision of this 

subject. 

263 A district accountant, acting under the direction of tho 
supervisor of accounts, is in immediate control of matters 

of accounting in each district. 

Some further reference to the working organization will be made 
in developing the methods employed. 

The Engineering Section. 

The valuation act requires the Commission to show, among other 
things, the cost of reproduction new and the cost of reproduction 
less depreciation of the property owned or used for common-carrier 
purposes. The work of the engineering section covers these two 
items except as to lands. 
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Tlie act also requires that the Commission shall prepare an in¬ 
ventory of the entire property of every common carrier subject to 
the provisions of the act. The property of a railroad company 
usually embraces, in addition to its property which is used for 
common-carrier purposes, other property not so used. All this 
property must be listed by the Commission in its general inventory, 
but only that portion of it which is used by the carrier for its opera¬ 
tive purposes is dealt with by the engineering section. The inven¬ 
tory which is treated of here includes, therefore, only operative 
property. 

The Engineering Inventory. 

An inventory like that called for by the act may be produced in 
two ways: 

1. The Commission may require the carrier to file an inventory 
of its property and may check that inventory when filed. 

2. It may make tlie inventory itself, calling upon the carrier for 
such information and tissistance as mav be needed. 

4 / 

An examination of tlie valuation act makes it clear that Congress 
inlendcd to provide for tlie investigation and marshaling of every 
fact which can bear iij)on the value of the property of the car¬ 
riers. llie basis of all tliat information is the inventory or list of 
tiie pliysical property of the carrier. Hie act provides that the 
Commission shall from time to time revise and correct the valuations 
which it makes. It lais been felt, therefore, that such an inventory 
should be prepared as will put beyond cavil the physical property 
which tbe carrier possessed at the date of such inventory, and that 
this inventory sbould be kept current to a like degree so long as may 
l>e necessary. The inventory ])rescnted must have been so prepared 
that it will command the conlidence of all parties. That kind of 
an inventory is of underlying and permanent value; no other in- 
ventorv can be fimd. 

4 

2()4 An inventory of this character can only be prepared after 
an inspection of the property. Some representative of the 
Commission must either see the property which is included or must 
ascertain such facts as demonstrate the existence of that property to 
a reasonable certainty. If an inventory is filed by the carrier, it 
must be checked by the Commission to this degree of certainty, and 
this would mean that the work of filing the inventory would be 
duplicated by the work of subsequently checking the same inven¬ 
tory. It was felt that the total expense of preparing the inventory 
would be less if made by the Commbsion in the first instance with 
such assistance from the carrier as could properly be called for and 
granted. This method avoids the duplication of effort and secures 
an inventory which can be vouched for by the Commission and 
which also reflects the claims of the carrier itself, at the least total 
outlay by which a result of that character could be obtained. 
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Engineering Field Forces. 

In following out the above method it has been found expedient to 
divide the engineering field force into different branches. 

The road-and-track party measures and inventories the roadway 
and all structures connected therewith except bridges of over 12 feet 
in length, and buildings. This party measures the actual length of 
the road. Tlie entire roadbed is cross sectioned for the purpose of 
determining and classifying the quantities of material which were 
moved in its construction. Ties in two GOO-foot sections of each 
mile are counted and the kind observed. It is assumed that these 
sections fairly represent the entire mile and tests made by checking 
the result thus obtained against a precise count of every tic show 
that the plan produces a substantially accurate result. 

The amount of ballast is determined by field measurement. Where 
subsidence occurs this also is measured, so far as possible, by borings, 
cross-section ditches, etc. 

The records of the carrier are observed and availed of in so far as 
they seem to indicate in a reliable way actual quantities. 

The bridge branch deals with bridges over 12-foot span. 

The building branch takes all buildings and similar structures, 
like water and fuel stations. 

The signal branch handles interlocking plants and signals of all 
kinds. 

In case of a verj’ simple property the roadway-and-track party 
inventories bridges and buildings along with the roadway, thus 
avoiding the necessity of sending an additonal party over the line, 
but experience shows that where properties are at all com- 
2G3 plicated the work can be more expeditiously, more satisfac¬ 
torily, and more cheaply done by the several branches acting 
independently. 

The mechanical branch deals with equipment of all kinds and 
with shop tools and machinery. Generally electrical appliances 
are comparatively simple and are handled by the mechanical branch, 
but in the eastern district, where many electrical installations are 
extensive and complicated, a separate branch has been cstablislied. 

Co-operation. 

The act requires carriers to furnish maps, profiles, plans and other 
information of this sort as required by the Commission. It also en¬ 
joins upon carriers co-operation in the entire work. It lias been 
the effort of the Commission to so prosecute its labors as to secure 
from the canfier a large measure of co-operation, and to this en¬ 
deavor carriers as a rule have generously responded. 

The Commission has required the carriers to prepare maps and 
profiles of their road in specified form. It was at first provided 
that these maps and profiles should be filed with the Commission 
either by depositing with it the original tracing or some mechanical 
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reproduction of that tracing which would be equally distinct and 
durable. This was upon the theory that the Commission ought to 
have in its files such maps, but experience has shown that the in¬ 
terest of the public will oe equally well served if the carrier pre¬ 
pares and preserves these maps in some secure manner, furnishing 
to the government blue-print copies whenever required. This 
relieves the carriers from what they have considered a burden without 
detriment to the undertaking of the Commission. 

It has been believed that one of the results which will follow this 
valuation work is that the carriers will hereafter keep their engineer¬ 
ing and other records in proper form. This has not been done 
by all carriers in the past, and the present seems to be a favorable 
opportunity for the prescribing of proper standards and the adop¬ 
tion of rules which will require the observance of those standards. 
The Commission has, however, been extremely solicitous not to 
require the carriers to furnish anything which would not be of 
permanent value unless absolutely essential. 

In addition to the above maps and profiles, carriers have been 
required to furnish for the benefit of the engineering section what¬ 
ever plans they might have of buildings, bridges, signal interlockers, 
etc. They have not been required up to the present time to con¬ 
struct new plans when there were none in existence. They have 
also been required to file schedules of their equipment and a list 
of their industry tracks. 

2G6 The Commission has also requested carriers to co-operato 
by furnishing certain engineers detailed to operate in the 
field with the engineers of the government, and as a rule these re¬ 
quests have been acceded to by the carriers. A representative of 
the carrier, ordinarily known as a pilot, accompanies each road-and- 
track party. This person is an engineer of experience and ability 
whoso duty it is to point out the property to be inventoried and fo 
see that it is properly measured, inventoried, and classified.- Before 
beginning work he prepares himself by a careful examination of the 
records of the carrier, by going over the property in advance, and 
by conferring with others. 

Tlie bridge party consists of two engineers, one furnished by the 
Commission and in charge of the party, the other furnished by the 
carrier. The building party is of the same size and is made up in 
the same way. It sometimes happens that additional men are 
associated with these parties for the purpose of assisting in taking 
measurements, etc., and these are sometimes furnished by the Com¬ 
mission and sometimes by the carrier. 

The mechanical party also consists of two engineers, one sup¬ 
plied by the Commission, the other by the carrier. In all cases the 
Commission engineer is in charge of the party, but the two men are 
usually of about the same grade and qualification and freely con¬ 
sult each other. 

Carbon copies of all field notes are furnished to the representative 
of the carrier, who signs the same as evidence that they have been 
correctly taken, so far as his observation goes. If the representa- 
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tive of the carrier dissents upon any point, such dissent is minuted 
upon the notes themselves at the time. 

It is generally agreed between the bureau and the carrier that 
such notes shall be taken as correct, unless altered by the Commis¬ 
sion upon notice to the carrier or unless objection is filed by the 
carrier within a limited time. 

It will be seen, therefore, that this inventory is really the joint 
product of the carrier and the bureau, or, at all events, that the 
Commission’s valuation forces have fully considered everj^thing 
which the carrier desires to point out or to say in the completion of 
the inventory. It is believed that under the plan adopted all un¬ 
necessary duplication of effort has been avoided and that a more ac¬ 
curate invcntor\^ is produced than would otherwise be obtained. 

Thus far there has been almost no complaint of omission upon 
the part of the carrier and comparatively little dispute as to quan¬ 
tities. What dispute has arisen has been as to matters of principle 
rather than of observation or computation. 

267 Fonn of Inventory. 

The valuation act requires an inventory in detail of each piece of 
property of the carrier. Since this requirement would be impossible 
of performance if construed narrowly, a practical solution must be 
sought. What is “each piece of property” within the meaning of the 
act, how shall that property bo enumerated, and what units shall be 
employed ? 

Since, in estimating cost of reproduction new, it will be neces¬ 
sary to apply to these units when assembled a price, it seems to follow 
that those units should be employed which arc current in the purchase 
and sale of the property under consideration or are commonly used 
in construction contracts and settlements. 

Tics, for example, arc bought and sold by the piece; therefore, the 
single tie is the unit. The price varies according to the kind and 
size of tie, therefore, within reasonable limits ties should be thrown 
into classes. 

Rails arc bought and sold by the gross ton. This is therefore 
taken as the unit. 

Track fastenings are usually purchased by the net ton and this 
is the unit for that commondity. 

With equipment the single car or engine is the unit, but these units 
when of the same series are thrown into groups exactly as are ties or 
tons of rail. 

Bridges and buildings present a more doubtful case. It has been 
finally decided to report .separately bridges of over 12-foot span. 
All under that are grouped. In reporting the individual bridge a 
brief description is given, and the superstructure and substructure 
are generally reported separately. When the substructure can be 
divided the masonry is treated as a separate item, other items being 
grouped. 

Buildings of considerable cost are reported by individual struc¬ 
tures, the different parts of the structure being specified. The cost 
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of foundations, platforms, buildings, are each shown separately, and 
frequently the heating and lighting plants are also priced as a sepa¬ 
rate item. 

It is believed that this detail is sufficient to enable the one who ex¬ 
amines the report to form a fairly accurate judgment of the char¬ 
acter and condition of the property, which might not bo conveyed by 
a mere statement of reproduction cost or reproduction less deprecia¬ 
tion. 

The act requires that the physical property shall as nearly as prac¬ 
ticable be classified in conformity with the classification of 
268 expenditures for road and equipment as prescribed by the 
Commission. The classification of the Commission now 
names 62 primary investment accounts, and using the units as above 
indicated the property of the carrier is grouped into these different 
accounts. For example, all items of expenditure which would be 
charged under Account 3 if the road were to be constructed at the 
present time are grouped together as grading, and so on for the other 
accounts. This classification is observed in all the reproduction 
estimates of the Commission. 

Valuation Sections. 

The inventory is prepared and the foregoing facts arc shown by 
what are denominated “valuation sections.” A valuation section is a 
particular portion of the road designated by termini and treated as 
one piece of property; that is, all the grading, bridges, rails, etc., 
upon that valuation section ai’e inventoried separately from the bal¬ 
ance of the property of the carrier. 

The reasons for the establishment of a particular valuation sec¬ 
tion are various. 

(a) Ordinarily, property is inventoried to the owner. It may hap¬ 
pen that in the building up of a railroad system some short line has 
been taken in by purchase, consolidation, or otherwise. The history 
of this line will be developed in our accounting work, and it is fre¬ 
quently desirable to know the original cost to date and the reproduc¬ 
tion costs of this particular piece of road. For this reason it is 
treated as a valuation section. 

(b) One carrier frequently gives to another carrier trackage rights 
over a portion of its line. When this part is considerable it is made 
a valuation section, so that it rnav be inventoried by itself. 

(c) It frequently happens that the cost of construction varies upon 
different parts of a railroad, and this is almost always the ca.se where 
that railroad is of considerable extent. One purpose of the valuation 
section is to put together those parts of the railroad where the con¬ 
struction cost is approximately the same and where the .same unit 
2 )rice may therefore be applied. 

( d) It is always desirable when possible to com^iare original cost 
with cost of reproduction. It frequently happens that the cost of 
constructing a particular section of a railroad is known, while the 
original cok of the portion upon either side may be unknown. In 
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such case that portion of which the original cost could be identified 
would be made a valuation section. 

(e) The act requires that the various costs and values shall be 
stated by states. This makes it necessary to observe under all cir¬ 
cumstances state lines in the establishments of these valuation sec¬ 
tions. 

269 (/) Some states have valued their railroads, and in so doing 

have created valuation sections of their own. It has been the 
policy of this Commission to obscn'c those sections in so far as 
l^rncticable. 

The act requires the Commission to report its valuations separately 
by states, and valuation sections are finally summarized according 
to that requirement. The manner in which and the extent to which 
property has been allocated by states will be referred to later in 
this discussion. 


Substance of the Inventory. 

The engineering inventory contains only property which is used 
by the carrier for its purposes as a common can’icr. Noncarrier 
property in the nature of real estate appears in the report of tho 
land section. Stocks, bonds, and other property of that chai’acter, 
together with noncarricr physical property other than land, 
appear in the accounting report. The engineering inventor^" enu¬ 
merates all the operative physical property of the carrier which is 
now in existence, except land, and embraces nothing which is not in 
existence. If, for example, in improving tho alignment of the 
roadway a portion of the original embankment has been abandoned, 
the abandoned part is not inventoried. 

Present topographical conditions arc assumed to exist, except as 
they have been altered by the construction of the railroad itself, and 
it is further assumed that the general condition of the country as to 
forest, tillage land, drainage, etc., is that of valuation date. 

The estimate of reproduction cost arrived at in this manner does 
not correspond with the original cost of producing the property as it 
was in fact produced. The present railroads of this countiy are 
the product of a process of gradual development. The narrow- 
gauge road has passed into the standard gauge, the low class into 
the high class, the single track into the double track. Grades have 
been improved, curvTs eliminated. In the estimate of reproduction, 
all this is disregarded, and it is assumed that the existing property 
is reproduced by a single continuous impulse. 

The railroad embankment is to an extent continually being dissi¬ 
pated. A portion of it is blown away, another portion is washed 
away. The parts dissipated are sometimes restored and more, and 
sometimes not. No account is made of the yards of grading which 
may have gone into the embankment unless they are found there 
upon the date of valuation. 

Construction off the right of way, and perhaps upon land not 
owned by the carrier, is included, provided the structure is essential 
to the existence and operation of the railroad and would be to-day 
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reproduced if the railroad itself were to be rebuilt. Thus a 

270 drainage ditch might be included in the cost of reproduction 
if the character of the country is such that the maintenance 

of the ditch is necessary, but would not be embraced if it were no 
longer maintained as an essential part of the property. 

It often happens that in the construction of a railroad the location 
of a public highway has been changed. Nothing is included in the 
reproduction estimate for the making of this change. Allowance is 
made for whatever structure has been provided by the carrier for the 
crossing of the highway, whether that structure is on or off the 
right of way, but it is assumed that the location of the highway 
would be as it now exists. 

The foregoing paragraph applies in case of a highway crossing 
which has been constructed by the carrier. It frequently happens 
that highway crossings at grade are eliminated by providing an 
undergrade or overgrade higliway. This may be by state statute 
or municipal ordinance, and it sometimes happens that the state 
or the municipality, or in some instances both, contribute to the 
cost of eliminating the crossing. In such case the carrier under the 
accounting rules of the Commission carries for the most part into 
Account 15, crossings and signs, the amount which it has in fact 
expended in the elimination of the grade crossing. In showing cost 
of reproduction it is assumed that the present undergrade or over¬ 
grade crossing would be reproduced as it was produced, and when 
those portions of the work which were involved in the elimination 
of the crossing can be clearly distinguished from the rest of the 
railroad, there is shown in our reproduction estimate under Account 
15 the amount paid by the carrier. 

It soiiietinies happens that quantities can not be identified so as 
properly to comply with the above rule, and in such cases the actual 
quantities which are found at the present time upon the carrier’s 
right of way are placed and priced in the engineering inventory. If 
the carrier conceives that it is entitled as part of its reproduction 
cost to anything in addition to this, it can file its claim, which will 
be disposed of as justice seems to require in each individual instance. 

In the construction of a new railroad it would probably be neces¬ 
sary to move buildings. No account is made of this in the engineer¬ 
ing iiiveiitorv. 

It is said with truth that items of the two kinds last mentioned do 
almost invariably occur in the building of a railroad, and it is urged 
that if they be omitted from the estimate of reproduction cost that 
estimate docs not fairly represent the cost of reproducing the prop¬ 
erty. The Commission is required to show the cost of reproduction 
new. This is not the cost of reproducing the propert}’^ as it was pro¬ 
duced, and no attempt is made to show that cost except as it 

271 ap]>cars in original cost. What expenses the carrier may 
have incurred for the moving of buildings and the changing 

of highways are always matters of more or less doubt. Assuming 
for the moment that these items should be added to reproduction 
cost for any purpose, it has seemed the better course to allow the 

18—39G2a 


274 


UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 


carrier to present its claim for such items and to substantiate that 
claim by proper reference to its records or by sikIi other evidence as 
may be available. Engineers in the field can not properly deal with 
such evidence; it is their function to observe and rciiort uix)n what 
is now in existence. 

It should also be noted that some items, particularly clearing and 
grubbing, will differ materially from the original units of the same 
kind. The forest has become tillage lands since the road was orig¬ 
inally built, and in some cases tillage land has become forest. The 
amount of clearing and grubbing in the reproduction estimate is de¬ 
termined b}" reference to the present character of adjoining lands and 
not to the conditions which prevailed at the time of original con¬ 
struction. If the road were to be constructed where it now is through 
the country as it now exists, the clearing and grubbing necessiiry 
would be what is shown in our re])roduction estimate. The value 
of the lands is determined, not upon the basis of its original condi¬ 
tion, but with reference to its present condition, and there seems 
to be no reason why it should be assumed for the purpose of fixing 
value that a field is in tillage and for the purpose of clearing and 
grubbing that it is covered with stumps which must be removed and 
which would render it untillable. 

To the rule that cost of reproduction will always be shown in kind 
there are some apparent exceptions. 

It may have been thought necessary in the original construction 
of the road to bring material for a considerable distance in order to 
secure a proper foundation for the track. Since the construction 
of the property sources of supply have been dovoloped from which 
material of substantially the same kind, although not identical, 
might be obtained at a much less expense. In such case the engineer¬ 
ing inventory would enumerate material of the general kind which is 
found in the track, but the price would contemplate the obtaining of 
that material from the less expensive source of supply and not from 
the original source. 

It often happens that the track was at first supported upon a tim¬ 
ber trestle which later was filled. The existing structure is an em¬ 
bankment, which contains upon the inside the original trestle. In 
the inventorying of the property this is measured, computed, and 
priced as though it was simply an embankment, no reference what¬ 
ever being made to the trestle. In applying the price the engineer 
inquires whether approved construction would require the 
27*2 erection of a temporary trestle from which the embankment 
would bo built, or whether the embankment should be con¬ 
structed without the expense of such trestle, or so much of it as has 
not decayed. If good construction would require a temporary trestle, 
then proper allowance is made for the same; othei*w’ise the price is 
determined as though no trestle had ever existed. 

The same rule would apply where, owing to climatic or other 
changes, a watercourse which existed when the road was constructed 
had dried up and disappeared. Originally that stream was crossed 
by a trestle or possibly a bridge, but when the necessity for this no 
longer existed the bridge or trestle was filled, presenting today a 
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continuous embankment. In this case present topographical condi¬ 
tions are assumed, and nothing is included for the bridge necessary 
in the first building of the road. 

It may sometimes happen that an abutment was originally con¬ 
structed of stone which was brought from a long distance. Today 
concrete would be provided at a very much less price than stone. 
Ordinarily the reproduction is in kind, and the cost of stone is used 
even though concrete might today be somewhat more economical, 
but this rule would not necessarily be followed in extreme cases. 

Shrink and Swell. 

When earth is taken from a cut and deposited in an embankment 

the number of cubic vards in the embankment at first exceeds those 
_ ^ 

in the cut. The amount of this excess will depend upon the weather 
during the progress of the work and upon the manner in which the 
work itself was done. If the earth has been moved with teams and 
scrapers or carts, the embankment is more compacted than when 
filled from a trestle. As times goes on this embankment shrinks and 
compacts, especially under the influence of operation, so that the 
number of cubic yards in the embankment is less than of those in 
the excavation which produced the embankment. 

Rock, although shrinking somewhat after initial placement, will 
show a net swell. Solid rock blasted and placed in an embankment 
swells from 35 per cent to 70 per cent. Even loose rock produces an 
embankment considerably in excess of the excavation. Subsequently 
to being placed in the fill, rock shrinks, and this is taken into account 
in determining the net swell. 

It is assumed that shrinkage will be complete at the end of five 
j^ars. • The amount of shrinkage in an earth embankment of that 
age varies with the character of the soil, but is found to be upon the 
average about 10 per cent, and approximately that allowance is made. 

The net swell of rock will vary from 15 per cent to (50 per 
273 cent, depending upon conditions, and no general rule can be 
laid down. If the embankment is less than 5 years old the 
engineer considci*s this in applying shrink and swell. 

Pay Quantities. 

This does not, however, necessarily mean that the pay quantities 
stated in the inventory arc 10 per cent in addition to what those 
quantities would he if tlie actual measurements were used. Tlie effect 
which this shrink or swell may produce upon the pay quantities de¬ 
pends upon the method which is adopted in the stating and pricing 
of grading. Two methods are used, known, respectively, as the 
two-way method and the one-way method. Different unit prices are 
applied to the grading quantities reported, dependent upon whether 
the one-way or two-way method is used as the basis for determining 
the quantities stated. AVhich method is used in a particular case 
depends upon the character of the grading and the circumstances 
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under which it is assumed to be reproduced, and is deemed to reflect 
sound practice. 

Two-way method .—Under the two-way method quantities of both 
excavation and embankment are paid for. The cut and the embank¬ 
ment are each separately measured, and the number of yards as they 
actually exist in cut or embankment are extended upon the assembly 
sheet as the number of units to be priced. Under this method the 
quantity as actually measured in the excavation would be shown; the 
embankment as actually measured in the field would be increased 
10 per cent on account of shrink. This is upon the supposition that 
these quantities existed when the contractor had completed his work 
and the embankment was ready for track. It is assumed that those 
quantities would be measured and paid for, that the present embank¬ 
ment is 10 per cent less in size owin" to shrinkage, and that there¬ 
fore, in order to translate present measured quantities into pay quan¬ 
tities under our reproduction estimate, this allowance for shrinkap;e 
should be made. No addition is made for either shrink or swell 
under this method in case of rock embankment. 

In saying as above that the excavation is measured and actual 
quantities are shown, it must be understood that this is upon the 
assumption that the cut as it exists today fairly represents the cut 
which in good construction would have been produced in the build¬ 
ing of a new railroad of this type or kind. It frequently happens 
that subsequent to the original construction cuts have been widened 
by the removal of earth for maintenance puiTDOses. This earth takes 
the place of what has been dissipated by the operation of the road, 
the replacement of which is a proper maintenance charge and 
274 which ought not to be included in reproduction quantities 
since it is no longer in existence. 

It should further be noted that the fresh cut from the fii^st begins 
to run down into the ditches, which must be kept open by removing 
this earth. This process also results in the gradual widening of the 
cut and also perhaps of the embankment, since the earth taken from 
the ditches is put upon the embankment. 

The tendency of all this is to produce a quantity of excavation and 
sometimes of embankment which ought not properly to be paid for 
in a reproduction estimate. Ordinarily no account is made of all 
this, the cut and embankment being measured as they exist, but it 
sometimes happens that the borrow has been so extensive that our 
engineers do not measure the cut as it exists today, but rather the 
cut as it would exist in producing a new road of this type. 

One-way method .—Under the one-way method only quantities of 
excavation are measured and paid for. The theory is that the con¬ 
tractor must place the earth taken from the excavation at whatever 
point the engineer of the carrier directs. If, therefore, the quantity 
of cut exactly equaled that of embankment the total pay quantities 
would be ascertained by measuring the cut, and would be just one- 
half the quantities stated under the two-way method. 

In point of fact, however, the fill frequently exceeds the cut, so 
that it is necessary to obtain the additional amount of material re¬ 
quired by borrowing. AVhen the road is under actual construction 
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and the borrow pit is new, it is usually possible to measure the amount 
borrowed, and in that event the cut (unless wasted) plus the borrow 
would equal the pay quantities. 

With an old road it is impossible as a rule to measure with accu¬ 
racy the borrow pit, which for various reasons and in various ways 
has been substantially obliterated, or, if not obliterated, so changed 
since the period of original construction that any measurement of 
the quantities then borrowed is impossible. 

In order, therefore, to obtain the amount of borrow, it is necessary 
to measure both the cut and the embankment. By substracting the 
cubic yards in the cut from the cubic yards in the embankment the 
quantity of borrow is ascertained. It is evident that in making this 
computation for the purpose of ascertaining the quantities required 
to reproduce the property, the present compacted embankment must 
be increased by the amount of shrinkage and decreased by amount of 
swell. 

It is furthermore evident that while the quantity of excavation 
might be sufficient to construct the embankment, nevertheless the 
location would be such as to render the haul of the material from the 
excavation to the point at which it is needed for embankment 
275 an unduly expensive one. It is frequently cheaper to throw 
awav or “waste” what comes from the excavation and borrow 
material from nearer sources. Contracts for grading usually pro¬ 
vide that the contractor shall place the excavated material as required 
up to a certain limit, and that if he is required to haul it beyond that 
limit he shall be paid for this service. This free-haul limit runs all 
the way from 100 feet to 1,500 feet in actual contracts. The most 
usual free haul is 500 feet. 

It will be clearly apparent, therefore, that the pay quantities de¬ 
termined in this way do not exceed actual quantities as measured in 
the fill by 10 j)er cent or by any other per cent and perhaps not at all. 
Shrinkage is allowed for and swell is also allowed for, hut the actual 
pay quantities may not be affected by either shrink or swell. 

Industry Tracks. 

Indnstrv tracks are those connecting the line of the carrier with 
an industry and which are exclusively used for the purpose of the 
industry or in which the industry has a preferential use. The car¬ 
riers claim that all such tracks over which their locomotives pass in 
receiving and delivering traffic to and from the industry should be 
embraced in the inventory as property used by them for transporta¬ 
tion purposes. The Commission has not accepted this view, but 
believes that the circumstances under which the track was con¬ 
structed and is now held and used should determine. 

It often happens that a carrier constructs at its own expense a track 
connecting its line with an industry for the sole purpose of handling 
the traffic of that industry. Such track is clearly a part of the opera¬ 
tive property of the carrier and is inventoried to it as such. 

An industry frequently constructs entirely at its own expense a 
track from its industry to the line of the carrier. Section 1 of the act 
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to regulate commerce requires the carrier to make and operate a 
switch connection with such a track and to furnish cars for it when 


the connection is made. Such a track is in no sense a part of the 
property of the carrier. The carrier neither built nor contributed to 
its construction. It has nothing to do with its maintenance. The 
mere fact that its locomotives may pass over the track in receiving 
and delivering traffic from and to the industry does not make it a 
piece of property used by tlic carrier for ils purposes as a common 
carrier. No part of such a track would be inventoried to the carrier. 

The great majority of industry tracks lie midway between these 
two extremes. They are constructed and maintained under a variety 
of contracts and with varying conditions. As a rule the carrier 
owns the rail, track fastenings, ties, and, generally speaking, the 
removable part of the track. The industry owns the land, 
27G which reverts to it upon the termination of the use. Some¬ 
times the carrier contributes to the expense of building the 
track, but usually the industry is required to pay for those portions 
of the track which finally become the property of the carrier. Such 
a track is provided primarily for the benefit of the industry. It is 
generally used exclusively for the ])urpose of the industry. It is in 
fact a plant facility, its purpose lacing to enable the industry to 
receive from and deliver to the carrier its traflic without the expense 
of drayage from or to some sidetrack or de]>ot. It occasionally hap¬ 
pens that the carrier uses this incidentally for its own purposes when 
not required by the industry, but while such provisions in the con¬ 
tract are frequent the actual use under those provisions is infrequent. 

The ride adopted in the inventorying of such tracks is to give to 
the carrier whatever ])roperty of a removable character it could take 
up and carry away if the use of the track were to be discontinued, 
provided under the terms of the contract the carrier owns this prop¬ 
erty, even though it were originally paid for by the industry. 

Where the title to the lands reverts to the industry upon the cessa¬ 
tion of the use, the reproduction estimate shows the grading and 
other permanent structures connected with the land, jirovided the 
carrier bore the expense of the same; otherwise not. 


This rule gives to the carrier all or more llian it can claim under 


the literal interpretation of the act. If cost of reproduction new or 
cost of reproduction less depreciation should be made the basis of 
value, the carrier would under this method of procedure add to its 


value large sums which it has received from the public, not as a 
voluntary donation but by a virtual assessment in invitum, since in 
most instances in the past the industry could obtain the sidetrack 
only by complying with the carriers’ terms. 


To Whom Carrier Property is Inventoried. 


Ordinarily carrier property is inventoried in the name of the 
owner; that is, the details are shown in the inventory of the owner 
and not elsewhere. In case of jointly owned proj^erty the details 
would appear in the inventory of each owner. 

AVhere property is owned by one carrier and exclusively used by 
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another carrier the details would appear in the inventory of the 
owner, but the total amount would be shown in the inventory of the 
user as property used by that carrier. To illustrate: The Boston & 
Lowell leases its property to the Boston & Maine. The details of 
that portion of the Boston & Maine system which is leased from 
the Boston & Lowell would appear in the Boston & Lowell inven¬ 
tory, but in the inventory of the Boston & Maine the cost of repro¬ 
ducing this property would appear in the used column. The 
277 Boston & Lowell inventory would ordinarily be bound up 
with and treated as a part of the inventory of the Boston & 
Maine system. All other properties making up that* system would 
receive the same treatment. 

It may sometimes happen that the details of a property will be 
given in the inventory of the user only, the amount being stated in 
the inventoiy of the owner, but such an instance, if it occurs, will 
be especially noted in the inventory itself. 

It often happens that a carrier which owns an<l uses its property 
gives to some other carrier a qualified use in that property in com¬ 
mon with itself. Such use is generally denominated a trackage 
right, and is the right to use the tracks of the owner for a compensa¬ 
tion usually varying with the extent of the use. Where such an 
arrangement exists as to property which is of sufficient value to bo 
of significance, the portion in which trackage or similar rights are 
granted is inventoried by itself and the fact and nature of the use 
described in the inventories both of the owner and the user. 

This will be made clearer bv an illustration. The trains of the 

_ 

Texas Midland Kailroad run from Paris upon the north to Pmnis 
upon the south. Beginning at Paris the first 37 miles of line are 
owned by the Texas ^lidland; the next 14 miles between Commerce 
and Greenville are owned bv the St. Louis Southwestern Pailwav 

• V 

Company of Texas, commonly known as the Cotton Belt; the re¬ 
maining 74 miles are the property of the Texas Midland. It will 
be seen, therefore, that the use of this portion of the line between 
Greenville and Commerce makes up a part of the through line of the 
Texas Midland from Paris to Ennis. 

The portion between Greenville and Commerce is made a valua¬ 
tion section upon the Cotton Belt and the various costs are deter¬ 
mined with respect to that valuation section and reported in detail 
in the inventory of the Cotton Belt. The inventory of the Texas 
Midland shows the fact of this use and the valuation report upon 
the Texas Midland gives the terms and conditions of that use. The 
cost of reproducing this valuation section is not, however, carried 
into the used column of the Texas Midland. 

The reason for this is obvious. If this reproduction cost appears 
in the used column of the Cotton Belt and again in the used column 
of the Texas ^lidland, the cost has been duplicated. It has been 
the desire of the Commission to appraise all the carrier property 
operated by carriers subject to its jurisdiction, but to report that 
property but once. When the used column of all carriers covered bv 
this appraisal is totaled, it should give the total reproduction co.sts 
of all common-carrier property in the United States without duplica- 
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tion. This can not be done if the claim of the carriers that 

278 all property over which a particular carrier operates shall be 
included as used both by the owner and by the user. 

It is believed that the method adopted fully complies with the 
statute. For example, the portion of the Cotton Belt, above referred 
to, is inventoried. The fact of its use is referred to both in the in¬ 
ventory of the Cotton Belt and in the inventory of the Texas Mid¬ 
land. The conditions under which the use exists are set forth in 
detail both in the report upon the Cotton Belt and in that upon the 
Texas Midland. When in the valuation of these properties it be¬ 
comes essential to know the cost of reproduction new or of reproduc¬ 
tion less depreciation, the facts can be ascertained by reference to 
these reports; and the same of original cost if that can be shown. 
The physical property is not changed by this dual use. It can exist 
but once. If a part of the cost of that property is to be credited to 
the Texas Midland by virtue of the fact that it operates its trains over 
it, a corresponding portion should be deducted from the cost of the 
Cotton Belt. This property is used but once for the benefit of the 
public and ought not to be reported as twice used. 

While the foregoing is true as to all pieces of property which are 
significant in character, there arc many instances of small and com¬ 
paratively insignificant items of railroad proix'rty which are used 
under lease with the owner which are not separately inventoried to 
the owner, and which could not be distinguished in the same manner 
as could these 14 miles. For example, the Texas Midland uses the 
passenger station of the St. Louis S: San Francisco at Paris. That 
station is carried as a separate item in the inventory of the St. Louis 
& San Francisco and could be identified if desired. In reaching the 
station the tracks of the St. Louis & San Francisco are use hv the 
Texas Midland to a limited extent. These tracks are not embraced 
in the inventory of the station, and the portion of the track which is 
used by the Texas Midland in entering the station is not inventoried 
separately from the other tracks of the St. T.ouis & San Francisco at 
that point. This had not been done, because it would involve an im¬ 
mense amount of labor without any corresponding beneficial result. 

A carrier mav lease for its citv ticket ofhee a room in a building 
belonging to some private party and used mostly for private pur¬ 
poses. That room, however, is used by the carrier for its ]nirposes 
as a common carrier. It can scarcely be claimed that it is the duty 
of the Commission to attempt to segregate that room from the balance 
of the building and show with respect to it the various costs. And 
this would be true if the building were entirely owned by some 
other common carrier which used the balance of it for common- 
carrier purposes, in which event the entire building would be 

279 inventoried to the owner. This act must receive a sensible 
and practical interpretation. 

These trackage rights, while often of great importance, run into 
most minute uses. A few feet are frequently involved. Sometimes 
the use will be occasional, but once a week, or even once a year. To 
say that the Commission must seek out every instance of that kind, 
make each of these pieces of track a valuation section, distinguish 
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between those pieces which are used by one carrier in common with 
the owner, or by several carriers in common with the owner, would be 
to impose a most intolerable burden and to confuse beyond reason the 
reports themselves without practical benefit. 

Depreciation. 

As treated by the Commission, depreciation may be defined as the 
lessening in cost value due to the smaller number of service units 
in the property as found, than in the same property new. An article 
when new contains, so to speak, a certain number of units of service; 
as those units are exhausted the article depreciates. When they are 
all used up the service life ends. 

It is assumed that the loss of these units of service is evenly dis¬ 
tributed throughout the entire life of the article. In point of fact 
this is not exactly true., Some articles may depreciate more rapidly 
in the early years of service and othei*s in the last years, but the 
practical way is to assume that the loss is uniform, and it is believed 
that this as applied generally will produce a fair result. 

The extent of depreciation is expressed in condition per cent stated 
as a fraction, of which the denominator expresses the total service 
units while the numerator gives those remaining. Thus, 80/100 
means that of 100 units of service 20 have been exhausted, while 80 
remain. Ordinarily this fraction would be obtained by using total 
life for the denominator and remaining life for the numerator, but in 
some cases the fraction only expresses the relation between sendee 
units new and the service units at the date of valuation. 

It sometimes happens that an article may be used for certain pur¬ 
poses so long as it is fit for those purposes and afterwards put to some 
other use. In such case the article is depreciated with reference to 
the purpose for which it is being used. For example, rail is divided 
into two general classes, new and relay. It is bought and sold under 
these terms. New rail is generally laid in the main line where the 
use is most exacting. When in process of time it becomes unsuited 
to the more exacting conditions of that place, it is removed and put 
into a sidetrack or branch line, or perhaps into the main line of a 
logging road or some other railroad for which it may suffice. In 
ascertaining the depreciation of rail new, rail is depreciated 
280 down to relay; that is, we inquire how long before this rail 
which was laid as new must be taken up and put elsewhere as 
relay, and this period is treated as the total life of the new rail. If 
the relay rail is placed in the sidetrack the inquiry is how long it will 
last in that place. If the sidetrack had been in fact laid with new 
rail, the inquiry would still be the same; namely. What is the life of 
new rail in a sidetrack? The life of the new rail in the sidetrack 
would, of course, be longer than that of the relay rail. In applying 
this fraction, which states condition per cent for the purpose of ob¬ 
taining in dollars the cost of reproduction less depreciation, account is 
made of salvage or scrap. By salvage is meant the value of the article 
for some use other than that to which it has been devoted, while 
scrap designates the junk value; that is, its value if broken up. In 
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making the computation salvage or scrap is first deducted, the re¬ 
mainder is depreciated, and the salvage or scrap then added to the 
depreciated cost. Thus, if an article when new costs $100 and the 
scrap is \vorth $10 and condition per cent 50/100, $10 would be 
siibtractel from $100, $90 depreciated, and the $10 added to the 
depreciated cost, giving as cost less depreciation $55. 

in applying the above principles it is necessary to determine total 
life and future life. The date of installation or of the beginning of 
the use is usually known, and if total life can also be fixed, future 
life may be obtained by subtracting the one from the other. 

Ordinarily, therefore, the problem is to determine total life. This 
may be done by reference to the experience of the past. Where 
sufficient time has elapsed so that articles of the kind under investi¬ 
gation have in fact been worn out and displaced, the period for 
which they have been in service is known and life tables can be pre¬ 
pared. In determining total life, observation is of value. The 
amount of wear which has taken place in a given number of years 
can be noted and from this the total life can be calculated. The 
opinion of tlu^e who are (jualined by their training and e.xpcrience 
to form such opinion is also of service. From all sources an estimate 
of total life must be formed, and a great amount of study has been 
devoted to this, mainly in the way of collecting statistics from the 
ex])eriencc of the past. 

There aie two kinds of depreciation, physical ami functional. 
Phy.'^ical depreciation is due to deterioration through age or wear. 
A [)iece of proj>erty will sometimes deteriorate as rapidly when 
standing idle as when in active service, while in other instances the 
deterioration is veiy slight unless in use. The real question always 
is what part of the physical life of this piece of property has gone, 
whether from the mere fact of age or from service. 

281 Functional depreciation results from the want of adaptation 
to function. AVhile in working condition, a machine for 
some reason can no longer perform the work required of it, and, 
therefore, although still ]>hysically fit, nurst go out of service. This 
may be because the machine is too small, or because some better juo- 
cess has been invented, or for various reasons which render its further 


use impossible or undesirable. 

Functional depreciation has played a very important part in the 
past development of railroad property. The station has been re¬ 
placed because it was too small ami not because it had worn out. The 
steel bridge has been removed because it eould no longer carry the 
heavier rolling stock which modern methods of operation have ren¬ 
dered imperative. Cars and engines have been discarded, not for 
the reason that further repairs could not be made, but rather because 
the type had become obsolete. 

It will be seen, therefore, that if a mortality table be constructed 
entirely or mainly from the experience of the past, functional de¬ 
preciation will perhaps exercise a more dominating intluence than 
physical depreciation, llut it is by no means certain that what has 
occurred in the past will be true of the future. It generally happens 
that in the earlier and formative stages of any industry changes take 
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place rapidly, whereas when time has indicated the best methods and 
types greater permanency occurs. It is hardly probable that func¬ 
tional depreciation will play tlie same part with the same articles 
in the future as in tlie past. The railroad builder of to-day will be 
more likely to supply in original construction or in reconstruction a 
bridge of sufficient capacity; the size of the locomotive xNdll not so 
much increase, thereby rendering everything else too small, and even 
the type is likely to be more permanent. Upon the other hand, func¬ 
tional depreciation may be even more pronounced in some other di¬ 
rection. Electricity may supplant steam as a motive power, or some 
discovery may do away with both steam and electricity. 

The Commission has found this matter of functional depreciation 
difficult to deal with for the foregoing reasons. The following course 
has in a general way been pursued: 

As to the present, the engineers are instructed to consider func¬ 
tional depreciation which has already accrued. If the bridge is too 
light for the equipment being used and should be removed as soon as 
possible, that fact must be taken into account. If the station is too 
small to accommodate the traffic now flowing through it, that must 
be a controlling item in its depreciation. So of all other pieces of 
property. The depreciation has already taken place, the thing is 
no longer fit for its use and must be discarded. This being 
282 so, it makes no dilfereiice whether the cause be physical or 
functional. 

As for the future, the instruction is that functional depreciation 
shall only be considered when it is imminent. This word admits of 
no exact definition. If in the near future such depreciation is cer¬ 
tain to occur, or reasonably certain to occur, it must be considered 
by the engineer. If, for example, the railroad has already begun to 
remove bridges of a similar type because they are too light, this fact 
must be considered. If, while the station may do for a few years 
to come, plans arc already being considered for its replacement, the 
architect must not close his eyes to this circumstance and look only 
to the physical condition of the pro])erty. Generally speaking, in so 
far as functional depreciation can be accurately forecast, it must be 
considered, but speculation must not be resorted to. 

In constructing a life table—that is, in determining the probable 
total life of a given class of articles—the experience of the past 
will be scrutinized in the same way. Of this the steel bridge fur¬ 
nishes a good illustration. It has been said that the average life 
of steel bridges in this country has not exceeded 30 years. This 
may be true; our studies would indicate that some comparatively 
short period would represent the active service life of that structure; 
but it is also perfectly evident that this has been due, not to the 
actual wearing out of the bridge, but to its inadequacy. It is fur¬ 
ther not apparent that the same cause will be operative to the same 
extent in the future. 

Thirty years is not, therefore, used as the total life by which steel 
bridges are to be depreciated. There is no way in which a satis¬ 
factory total life can be fixed for a structure of this character, but 
the engineers have decided that, taking all things into account, 70 
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years will probably fairly represent that period; certainly it is suffi¬ 
ciently long for an average life, and this figure for total life is used 
in the depreciation of steel bridges. 

It must not be understood, however, that this life is used in case of 
all bridges irrespective of what an inspection may show, but simply 
that it is taken as such life unless inspection demonstrates that some 
other period should be used. 

The engineer examines a bridge which has been in service for five 
years. He finds it to have been well maintained and to be entirely 
adequate to the traffic. So far as observation reveals, this structure 
is as good as it ever was, and if the engineer were required to point 
out the particular in which the bridge has depreciated he would be 
unable to do so. Nevertheless, it is certain that those causes which 
will finally put an end to the useful life of this structure have been at 
work, and it is considered that thev have reduced the life 5 of 
283 the 70 years of its probable existence. The condition of this 
structure would therefore he 65/70. In reaching this con¬ 
clusion the only part played by the inspection is to establish that 
obseiwation of the property indicates nothing as to the extent of de¬ 
preciation. In other words, the condition of the property is normal. 

Let it now be assumed that the same kind of a structure which 
has been in place for 30 years is under inspection. Observation 
shows that this stnicture, either through lack of proper maintenance 
or due to its location or from some accident of its use, is badly cor¬ 
roded and othenvise worn. If the same rate of depreciation con¬ 
tinues for another 10 years the structure must be replaced. In this 
case the engineer would reduce the probable life from 70 years to 40 
years; the bridge would be three-fourths worn out and its condition 
j>er cent would be 25/100. 

Upon the other hand, an observation of this structure might show 
that it had been perfectly maintained and at the end of 30 years was 
apparently as good as at the beginning. The engineer might feel 
that this bridge was likely to continue in servdee for more than an¬ 
other 40 years, and in that event he might increase the total life as a 
result of his inspection from 70 to 80 years. The condition in this 
event would be not 40/70 but 50/80. 

This increase in the total sersdee life would generally be made in 
the latter half of the period and not ordinarily in the first half, since 
with a structure like a steel bndge or a masonry^ pier evidence of 
depreciation would not be likely to occur in the early years of its 
servdee if that depreciation were merely nonnal. 

With respect to certain kinds of property there is a further em¬ 
barrassment in determining total life, arising out of the fact that 
certain kinds of property may be almost indefinitely continuecl in 
service by the making of proper repairs. Given a car of a satisfac¬ 
tory type and size, the different parts may be replaced as they wear 
out ana the car itself thus perpetuated. Such a car goes out of sei*v- 
ice not because it is worn out beyond repair but rather because as a 
matter of policy it is not considered economical to continue it in use. 
The controlling depreciation here is functional rather than physical. 
While, however, tlie car itself may continue, the different parts 
wear out, and to them a definite life can be assigned. The trucks 
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have one life, the underframe another, the superstructure still an¬ 
other. In depreciating the car, therefore, each one of these parts is 
considered separately and given a condition per cent depending upon 
its age and condition. The whole is then combined into a weighted 
average and the condition per cent of the whole car stated. 
284 This method of procedure is rather too favorable to the 
carrier, since it assumes that the life of the car goes on for¬ 
ever, whereas in point of fact this will not be true. When the car 
finally goes out of sers'ice there will still be remaining units of service 
in some of the parts. To offset this, the engineer is instructed to con¬ 
sider whether, in view of the tyi^e of car, the use to which it is being 
put, ete., the car ought reasonably to be continued in service in¬ 
definitely. If it ought to go out of service, that fact is considered. 
This is really the application of functional depreciation which has 
already occurred. 

The same principle is applied to the depreciation of a building 
which may be renewed and improved even by the making of repairs. 
The architect ascertains not only the age of the building but what 
repairs have been made upon it and when made. These facts he 
combines with the knowledge obtained by an inspection of the 
structure. 

From the foregoing it will be seen that the effort of the Com¬ 
mission is to state with respect to each piece of property the number 
of service units which that property now has for the purpose for 
which it is being used as compared with new. In determining that 
fact an inspection of the property is made and the experience of 
the past, both as developed Iw the records of the carrier under valua¬ 
tion and from that of other carriere as well, is considered in the 
light of present knowledge and conditions. 

By cacli piece of propertv is not necessarily meant each unit, since 
several units of the same class may sometimes be combined and con¬ 
sidered as one piece. Thus the ties or the rails of a given class upon 
one valuation section might be treated as a single piece of property 
in stating depreciation. 

The depreciation of overhead charges will be considered in con¬ 
nection with the discussion of such charges themselves. 

Attached as a note to this appendix is a memorandum from the 
engineering board stating briefly the principles and methods to be 
applied in depreciation and giving with respect to the several pri¬ 
mary accounts the normal service life and other details peculiar to 
each account. 


Appreciation. 

As already noted in the discussion of depreciation, most items en¬ 
tering into the construction and operation of a railroad begin to de¬ 
preciate or lose in value and capacity for service almost from the 
first. To this the item of grading forms a notable exception. From 
the outset nearly everything embraced in this primary account be¬ 
gins to improve, and if pronerlv maintained the improvement may 
continue for a considerable time. This is sometimes known 
285 as solidification and adaptation; in this discussion all forms 
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of pliysical appreciation in tlic property are included under 
the comprehensive tenn Appreciation.” 

Upon the threshold of any discussion of this subject a clear con¬ 
ception must be formed of what appreciation is and how accom¬ 
plished. This will be best understood by noting what happens when 
a new railroad is put into operation. 

The sides of the fresh cut under tlic action of rain and snow, 
freezing and thawing, work down into the ditches, which must be 
cleaned out. As time goes on the sides of the cut gradually assume 
what is sometimes known as a natural slope. Tliey also become 
covered with various kinds of vegetable life which tend to hold the 
earth in place. All this lessens the filling up of the ditches. 

Substantially the same thing occurs with the embankment. The 
sides of the new dump are especially sasccptible to the action of the 
elements. The shoulders slough oil and gullies o])en in the sides. 
Fresh earth must be brought in to repair the damage thus done. 

Soft spots develop in the embankment, and in order to maintain 
the alignment of the track additional ballast and sometimes earth 
must be applied. 

It will be observed that the carrier in doing all this adds nothing 
to the form or substance of the property. It simply maintains the 
structure in the same shape that it was. d1ie cut may sometimes 
change in form and the embankment, especially near the cut, may 
be somewhat widened. The slope of the enihanknient itself may be 
somewhat changed, but the purpose is to simply keep the ]u*operty 
in its original state: in other words, to make goo I the change or 
depreciation which has taken place. 

It often happens that under operation there will develop defects 
which must be remedied by additional construction. A tile drain 
is put in at this point, a ditch is opened at some other point, a 
retaining wall may be required. All these things, however, arc bet¬ 
terments to the property, the cost of which may be properly included 
in the investment account. They arc all in existence to-day and 
will be inventoried and included in the cost of reproduction. 

Disregarding betterments for which the carrier receives account 
elsewhere, it should be carefully noted that nothing has been added 
to this property in the course of maintenance. Tlie elfect of main¬ 
tenance is simply to keep up the structure. The apiweciation which 
has occuired, the improvement in the ])roperty, is entirely a natural 
m'oeess. The earth has settled together under its own weight and 
by the pounding of the trains passing over it. It would have been 
possible to compact this embankment artificially, but that never 
was done; the compacting which has taken place and the 
28G improvement in texture which has occurred is due to a nat¬ 
ural process incident upon the passing of time. This must 
be kept clearly in view in all discussions of appreciation. 

It should be noted, in the second place, that this appreciation 
under the accounting rules of the Commission is part of the operat¬ 
ing expense and is chargeable as such. No part of that outgo can 
be included in the investment account of the carrier. The carrier 
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is entitled to pay out of its gross revenues operating expenses. It 
must charge as a part of those operating expenses a proper sum for 
depreciation of equipment, and it may charge some proper amount 
for depreciation of its road. What remains after the payment of 
operating expenses, depreciation, taxes, and similai* items, belongs 
to the carrier. These expenses are just as much a part of mainte¬ 
nance as the renewal of the tie or the rail, only they are greater at 
first and less afterwards, while it is otherwise with the tie or the rail. 

It may be still further noted in this connection that in estimating 
cost of reproduction work which was really done as a part of main¬ 
tenance, and therefore paid for out of operating expenses, is almost 
certain to be included. As the sides of the cut run down into tlie 
ditclies the cut itj<elf grows wider; as this dirt is carried out onto 
the embankment, that also, especially in the vicinity of the cut, be¬ 
comes wider. In determining the quantities for the purpose of a 
reproduction estimate, the cut is measured as it exists to-day, not as 
it did exist before operation began; that is, the portion which has 
been paid for out of operation is ordinarily included in the quantities 
to which a re])roduetion price is applied. To this extent the carrier 
ge<s the benefit of construction which was paid for not out of capi¬ 
tal contributed by the owners of the property but out of operation. 

The valuation act does not refer to appreciation. While the Com¬ 
mission is required to report cost of reproduction less depreciation, 
it is not required in terms to estimate aj^preciation. But the Su¬ 
preme Court in the Minnesota Hate Cases has said that in showing 
value by the reproduction method appreciation, if it exists, should 
appear. It was the manifest purpose of Congress in passing the 
valuation act to marshal all those facts which might have a bearing 
upon the value of the property. Appreciation is such a fact, and 
the Commission would feel bound to report this added value if it 
could be ascertained upon any definite basis. 

Engineei's and commissions have often approved an allowance on 
account of solidification and adaptation. These allowances are not 
for the most part supported by reasons indicating how the result 
was reached. Tliey were apparently ofi’-band estimates. They are 
not, of course, conclusive upon us. In otlier appraisals, nothing 
whatever was included on this account. 

287 It seems to be generally conceded that the total cost of 
maintaining a railroad increases as time goes on. for a number 
of years at least. This is because certain items of expense do not 
occur in the first years of operation, which must be taken care of 
later. For example, the renewal of ties is a very large item of 
operating expense in ca.«e of most railroads, but only a few ties re¬ 
quire renewal at fii'st. It is several yejirs, often many years, before 
rails must be replaced. Ballast will* wear a considerable time with¬ 
out renewal. 

Upon the other hand, there are certain items having mainly to do 
with the care of the embankment and cuts which the carriers assert 
are greater in the first years than aftenvards. These items would 
refer mainly to the keeping in order of the structure upon which 
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the track is laid and would embrace the cleaning out of ditches, the 
restoration of deletions from the sides of the embankment, the keep¬ 
ing up of the alignment of the track, etc. 

For the purpose of determining just how much the cost of these 
items in the early years e.xceeds their cost in later periods, the labor 
items entering into the e.xpense of maintenance are separated. Cer¬ 
tain costs, like the placing of ties, of rails, and of ballast, are sub¬ 
tracted from the total labor cost of maintenance. The balance is 
supposed to represent those labor items which are greater at the 
outset. 

These items upon a new railroad for a series of years are compared 
with the same items upon an old railroad for the same years. Some¬ 
times it is claimed that the period of appreciation extends over 5 
years, sometimes over 10 years, and sometimes that it never ends. 
If the cost of these items for the aggregate period upon the new 
road is greater than the cost upon the old road, it is contended by 
the carriers that this demonstrates the greater cost of maintaining 
the new road. 

This method of the carriers is open to serious objection. It in¬ 
volves necessarily the comparison of one road with another, and 
unless the two roads are in all essential particulars identical the com¬ 
parison is of little value. Dill'erences in climate, in tratlic, and iu 
operating conditions may be such as to render the comparison of 
little or no value. That was true in the instance presented by the 
carriers with the greatest elaboration and detail. 

Again, the assignment of these labor items is necessarily an esti¬ 
mate. It may cost more to place a tie in one section than in another, 
or to place one kind of tie than some other kind. The expense of 
placing rail depends upon a variety of conditions, especially those 
relating to the operation of the railroad which interferes materially 
with all kinds of maintenance. 

If the dill'ercnce between early years and later years wore pro¬ 
nounced, errors and dill’erences like tho.so above indicated 
288 would not be of great significance, and the result might still 
be entitled to credit. But here the difference is not great. In 
a case cited by the carriers, the difi’eronce deduced was only $71.70 
per mile per year, and this difference, if those roads which could not 
be regarded as fairly comparable were omitted, would be materially 
reduced. It is evident that a difference of this amount would be 
sensibly affected and might be entirely obliterated by the correction 
of some comparatively slight error in any of the above particulars. 

For the pui-pose of testing the value of the figures given by the 
carriers, a comparison was instituted between those items of expendi¬ 
ture in the first yeai*s as compared wdth later years upon the same 
property. It is agreed that this process of solidification and adapta¬ 
tion takes place mainly wdthin the first 5 years after the operation be¬ 
gins. In the instance above refen-ed to the figures w’ere available in 
only one case for the entire period of 10 yeai*s. Comparing these 
items of expense for the first 5 years upon this line while the process 
of solidification was proceeding with the same items for the last 
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5 years when that process had become substantially, if not entirely 
complete, it turns out that the average per mile for the first period 
is $322.08 and for the last period $355.08. 

The figures produced by the earners would, but for the very nature 
of the thing itself, tend to demonstrate that these items of expense 
in the first years of operation were less than later. 

The Commission’s engineer have given careful attention to this 
matter and have expressed the opinion that no attempt should be 
made to state in dollars this item of appreciation, for the principal 
reason that no substantial basis can be found for any calculation of 
this sort. 

The benefits of appreciation would seem to be twofold. The cost 
of maintaining the seasoned roadbed is in some respects less than for 
the unseasoned. Traflic can be handled with less hazard and with 
greater economy after the roadbed has become compacted and 
adapted to its use. Tf it were possible to determine the amount by 
which the expense of maintenance or of operation is reduced as the 
roadway grows older, this might or might not afford a basis for esti¬ 
mating the enhanced value, but it has already been seen that it is 
not feasible to determine this fact with respect to cost of main¬ 
tenance, and it is even more difllcult to obtain definite and reliable 
figures upon the cost of operation. 

Upon the whole, the conclusion is compelled that no value can at 
this time be placed upon this item of appreciation. It is a fact 
which must be considered when a final or ultimate value for the 
property is stated, but it is one of those qualities which while in¬ 
fluencing value is not susceptible of exact enumeration and 
280 appraisement in detail. What effect should be given to this 
item in the fixing of an ultimate value will perhaps depend 
upon the purpose for which that value is fixed and upon the past 
financial history of the property. 

Prices. 

When the engineering inventory is complete it contains an enu¬ 
meration of the units of all the property owned or used by the car¬ 
rier for common-carrier purposes, except land. In order to show 
cost of rc'production it is necessary to apply prices to these units. 

Manifestly such prices must cover the entire cost of the unit in 
place, but the unit i)ricc as stated in the schedule does not always 
include the cost of installation. 

The Commission has e.stablislicd certain so-called primary ac¬ 
counts, into which all ex])cnses incurred in the construction of a 
railroad are to be thrown. Thus under Account 1 are included all 
expenses of engineering; under Account 2. all expenditures for land. 
Account 8 emljracos tics: Account 9, rails, etc. According to the 
rules of the Commission, the cost of the tie, up to the time when it is 
taken by the track-laying gang, would be included in Account 
8, and the cost of the rail up to the same point in Account 9. The 
expense of obtaining and delivering ballast upon the roadbed ready 
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for placing; is embraced in Account 11. The cost of installing the 
tie, laying the rail, and placing the ballast is at the present time 
all included under Account 12, tracklaying and surfacing. It will 
be seen, therefore, that the unit cost applied in the inventory is that 
part of the total cost which under the rules of the Commission would 
i>e included in that primary account, which is sometimes the total 
cost of the unit in place and sometimes only a part of that cost. The 
rules of the Commission in this respect arc followed unless the con¬ 
trary is stated. It has been thought ncccssar>’^ in the work to create 
one new account, namely. Account 48, other physical property, to 
include certain expenses of ret^roduction which did not seem to bo 
provided for under the accounts already prescribed. 

Ordinarily the cost of a unit divides itself into three parts: 

(a) The cost f. o. b. some point, usually the point of origin. 

(b) The cost of transporting, handling, storing, etc., up to the 
time it is put in place, or in some instances taken out of the material 
yard for the purpose of being placed in position. 

(c) The cost of installation proper. 

Preliminary to any discussion of prices lies the fundamental ques¬ 
tion, TTow are they to be determined; by what test is the rcason- 
bleness of the price to be examined? The carriers contend that the 
onl}^ proper evidence of these prices is the opinion of an expert. If 
the price of engineering be in question, then an engineer 
290 must be called and his opinion taken. If the inquiry is upon 
the fair cost of grading, then a contractor must be produced, 
who should give his opinion upon this point. 

The unreliability of mere opinion evidence is well understood by 
all those who have ever had experience with it. An opinion is per¬ 
sonal to the man who gives it. It depends upon his education, his 
mental habit, his present mental state. It is influenced by his en¬ 
vironment and often controlled by the objective point which he 
desires to roach. The same man may hold different opinions upon 
the same subject at different times. 

Perhaps the most serious infirmity of opinion evidence is that 
the witness may be selected at the will of the one producing him. 
A fact must be established by those who have knowledge of it, who 
were present and saw it, for example, but an expert can be brought 
from the ends of the earth, and a dozen may be rejected until the 
right one is found. Given time and the money, almost any opinion 
can be had within certain limits. 

After careful consideration it.was felt by the Commission that it 
would be unwise and unsafe to depend chiefly upon the opinion of 
experts: that the only certain foundation upon which to rest was 
the experience of the ]iast. Tnit prices, for example, are being 
applied as of June 30, 1914. The attem]>t is not to determine the 
exact price of a particular article on that date, for that price may 
have been abnormally high or low, but rather to ascertain what may 
be termed a normal price. For this purpose it was thought that 
the range of prices over a period of 5 years previous, and in some 
cases 10 years, should be consulted. The Commission therefore passed 
an order, known as Order No. 14, requiring carriers to state the prices 
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paid by them for materials and supplies of all kinds entering into 
the eonstruction and operation of a railroad for 5 years previous 
to June 30, 1914, and in some instances for 10 years, also the cost 
of certain kinds of labor. The prices called for were ordinarily those 
paid for four different purchases each year which were indicated 
by the order itself and not left to the selection of the carrier. The 
carrier was required to state the money payment which had been 
made. No estimate was permitted, or, if any estimate must be made 
of any ])art of the cost, the fact that it was an estimate must be stated. 
This return was prepared by the carrier from its records and sworn to. 

This return was sometimes verified by the accountants of the Com¬ 
mission and sometimes accej)tcd without such verification. A com¬ 
pilation was made showing in general the average price paid by 
carriers for the various articles embraced. That result was usually 
stated in terms f. o. b. the point of shipment, and in this way 
291 was obtained the average ])ricc paid by the principal carriers 
of the entire country for a given article at a given point. 

This average furnishes tlie basis of the price applied by the Com¬ 
mission. It is not necessarily the exact price. In addition to prices 
obtained from tlic carriers, manufacturers have been consulted and 
statements have been furnislied by them showing the prices at which 
standard goods had I'ccn sold to railroads during the same period. 
Membci’s of the staff of the Commission often personally interview 
such manufacturers and dealers with a view to ascertaining pertinent 
facts. 

All this information is passed in review by our engineers, who 
finally fix the price to be applied That price, however, as already 
suggested, is determined by what carriers have in reality paid, modi¬ 
fied in some cases as may seem just. The Commission, after having 
worked out prices by this method and listened to the criticism the 
carriers made upon the same, lias no doubt of their substantial accu¬ 
racy. While individual carriers have paid and would have paid, had 
they been constructing their properties during the five years preced¬ 
ing June 30, 1914, prices somewhat varying from those applied to 
our inventories, considered as a whole the prices employed are be¬ 
lieved to be fair. In some cases those prices have been the result 
of agreement between the bureau and the carriers. 

The ascertainment of the cost of installation presents a more diffi¬ 
cult problem, but one of the same kind. All labor costs involve ele¬ 
ments of uncertainty and variability which make the ascertainment 
of such costs le^^ eas}^, but here again it is felt that while the differ¬ 
ences may 1 c greater in individual cases, the general average fur¬ 
nishes a basis upon which the Commission may rest with confidence. 
The best mea.sure of the cost of doing a j)iece of work on June 30, 
1914, is what that work did in fact cost during the years immedi¬ 
ately preceding that date. 

The carriers were disposed to concede this, and offered to supply 
the Commission with a great number of completion reports giving 
in detail the cost of various projects. It was felt, however, that it 
would l e impossible as a practical matter to compile and analyze 
all cases of this kind which would bo furnished under an omnibus 
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requisition, and that if the carrier was allowed to select there might 
be some possibility that the Commission would be furnished with 
jobs not fairly illustrative. Carriers were therefore requested to 
lile with the bureau of valuation a list of all such projects which 
could be supplied, from which the bureau selected certain —, chosen 
sometimes at random and sometimes because of the nature of the 
work embraced. Keports on these selected projects were made by the 
carriers in duplicate, one copy being sent to the engineer 
292 having jurisdiction over the district where the work was done 
and the other retained in the general oflice. A great number 
of reports of this character have been received. 

Carriers also furnish to the engineer in the district, without refer¬ 
ence to the general office, certain completion reports. These are 
supplied sometimes at the request of the engineer and sometimes 
upon the initiative of the carrier. They are in all cases prepared 
by the carrier and are supposed to be an exact reproduction of its 
records. 

In each district one or more accountants are delegated for the 
collection of cost data under the direction of the engineer of the 
district. These accountants examine the records of the carrier either 
for the purpose of verifying the information which has been fur¬ 
nished in the form previously explained or of obtaining new infor¬ 
mation. Whatever is taken is from the record of the carrier itself. 

The reports returned to the general office as above are there com¬ 
piled and digested, frequently in collaboration with representatives 
of the carrier. For example, many reports have been received from 
all parts of the country giving the cost of erecting steel bridges. 
These different costs are put together 'and averaged, usually by 
localities, so that the actual cost of erecting a steel bridge of a given 
type in recent years for any part of the whole country is accurately 
known. When these compilations arc completed at the general office 
the result is sent into all the districts. 

Each district maintains a cost organization of its own, which com¬ 
piles in the same manner cost data collected by that district and not 
returned to the general office. The result of this compilation in the 
district is usually transmitted both to the general office and to the 
engineers of the other districts. 

It will be seen, therefore, that when the engineers of a particular 
district are called upon to price an installation they have before 
them the record of what it has cost to do similar work in numbers 
of cases. They are themselves men of experience and of judgment 
who have built, bought, and installed the kind of material or aj)- 
paratus under consideration. They are practical men who bring to 
the question before them judgment ripened by experience. They 
are actuated by the sole desire of applying a proper price. 

The price so applied is mainly dependent upon past experience, 
but it is not a mere mechanical average. Both the engineei's who 
supen'ise the compilation and those who apply the price arc familiar 
with the subject and property under consideration. While the price 
depends upon the cost data and can be relied upon in proportion as 
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it is supported by such cost data, it must be such as commends itself 
to the juagment of one qualified to judge. 

293 Costs arrived at in this manner will not exactly coincide 
with the original prices paid; some will be higher and some 

lower than those which obtained on original construction. A stroke 
of hard luck may inflate the price; there are wet seasons and dry 
seasons; organization and coordination profoundly influence cost. 
Labor conditions may be entirely different. All this may affect in¬ 
dividual prices, but it is believed that the general price arrived at 
by the foregoing method can be used with confidence in reaching 
a reproduction estimate for railroads as a whole. This method is 
better than mere expert opinion, for the opinion of the expert is 
valuable in proportion as his experience has been broad and uni¬ 
versal, while here we have the experience not of one but of hundred 
of experts. 

As already noted, the cost of the material handled is ordinarily at 
the point of purchase. To this must be added the cost of transpor¬ 
tation to the point of installation. Ordinarily the commercial freight 
rate is applied up to some point upon the line under construction, but 
to this rule occasional exceptions occur. It is sometimes found that 
no commodity rate applicable to the transportation of rail is in effect 
over a portion of the line, the only published rate being the class rate. 
In such case what is believed to bei a reasonable commodity rate is 
used. If the transportation over the line under construction*is by 
rail a haulage-charge estimate at the rate of 5 mills per ton-mile is 
usually made. For wagon haul the charge is varied with the condi¬ 
tions of service. 

In estimating cost of reproduction the existence of all present lines 
of transportation except the railroad under reproduction is assumed. 
When the Northern Pacific was constructed no other line of railroad 
operated in its vicinity over most of the distance; to-day for a con¬ 
siderable part of the way that line is paralleled by the Chicago, Mil¬ 
waukee & St. Paul. It will be rcognized that freight for the con¬ 
struction of the Northern Pacific can be handled over this line. 

It was necessary in the building of the Central Pacific to construct 
expensive wagon roads for the purpose of hauling the necessary ma¬ 
terials. To-day those are highways maintained at the public expense 
and are available. Whenever it would be necessary to build a road 
not in existence, that expense is included in the price. 

Our inventories are taken as of different dates, but all prices are 
applied as of June 30, 1914. -The first thought was to apply prices 
as of the date of the inventory in each case, but subsequent reflection 
led to the conclusion that this course could not properly be pursued. 

The railroads of this country are competitive. If the costs which 
are being produced by the application of these prices are to be influ¬ 
ential in the fixing of rates, they ought to be upon some common 
basis. Without attempting to indicate how far changes in 

294 prices should affect changes in value, it is manifest that all 
carriers ought to be, if possible, measured by the same 

standard. 
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The fluctuations in price which have occurred since June 30,1914, 
illustrate and confirm this view. !Many prices, especially of equip¬ 
ment, are to-day double those of 1914. It would, in our view, be 
manifestly absurd to apply to the Pennsylvania lines between Wash¬ 
ington and Philadelphia, of which the date of valuation is 1914, 
prices as of that date, wdiile applying to the Baltimore & Ohio, a 
parallel line constructed at substantially the same time and developed 
under the same conditions, the prices of June 30, 1918, whieli 
happens to be the date of its valuation. If a uniform price be applied 
that price can be varied by ai)propriatc factors or otherwise as justice 
may require. 

Under that provision of the act which requires the Commission 
to keep informed as to changes in the operative property of carriers, 
the Commission has passed an order requiring every carrier to keep 
an account in detail by jobs of all additions to the property and of 
all retirements. Tlicse accounts are to be ke}>t by valuation sections. 
It w'ill therefore be possible for the Commission to know what ad¬ 
ditions to the property have 1 een made and the price in fact i)aid 
for those additions since 1914. The order in its present form did 
not become ellective until July 1, 1917, so that there may be a brief 
inter\*al in the case of some carriers since June 30, 1914, as to which 
additions and betterments can not be given in detail; but this is of 
slight,importance, since there was no material variation in price 
during most of that period. 

While the Commission is not as well informed to-day as it hopes 
to be before the end of its work, we are })reparcd to state with con¬ 
siderable confidence that the cost of producing and equipping a rail¬ 
road in most parts of this country on June 30, 1914, was a fair aver¬ 
age for at least the 20 years preceding. There had been many 
changes during that period. Some j)rices had advanced wlule otlicrs 
had declined. The cost of labor had somewhat increased, but im¬ 
proved methods tended to offset this increase. On the whole, tlie 
1914 cost was just about an average for those previous years during 
which the great bulk of the railroad property then in use had come 
into existence. 

The inventories are* taken as of June 30. A few are as of 1914 
and there wall be a few as of 1919, but most arc for lOl 'i to 1018, 
inclusive. When these inventories are completed and when the re¬ 
turns to Order No. 3, which calls for additions and betterments, have 
been made, it will be possible to show what items have been added 
since the present inflation of prices began and the amounts actually 
expended. 

295 Overhead Charges. 

When an inventory has been prepared, including every item of 
physical property which enters into the construction of a railroad, 
and when a proper price has been applied to every item in that in¬ 
ventory covering both the expen.«e of acquiring "the property and 
of putting it in place as a part of the railroad, the result does not e.x- 
press the entire cost of the physical railroad itself for the reason 
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that certain expenses connected with the production of this property 
have not been taken into account. 

Before the building of the railroad or even the preliminary steps 
looking toward its building can be undertaken, a corporation is 
organized. There must be some entity to hire men and disburse 
money. The creation of this corporation entails the procuring of 
legal sers’ices and generally the payment of certain fees and other 
expenses. Engineers must be employed to locate the line, prepare 
contracts, supeiwise the construction, etc. There must be a general 
organization with the necesvsary employees for the purpose of con¬ 
ducting the work and making record of the details. Money must 
bo provided for the payment of expenses as the work progresses and 
the interest on this money is in addition to the capital invested. 
It is evident that these items and others of a similar character call 
for the outlay of money, and that they arc not represented in the 
inventory which has been prepared and priced. These items are 
ordinarily denominated “overhead charges’’ for the reason that they 
attach, not to any particular structure or part of the work, but to 
the w'ork as a whole or at least to a certain class of that work. 

It must be conceded that a railroad coidd not be built without ex¬ 
penditure for some or all of these items, and that if the cost of repro¬ 
duction is to be indicative of the cost of production at present some 
inclusion must be made on this account. Such overhead expenses 
have univei*sally api)eared in the past in all reproduction estimates, 
but while the propriety of the allowance has been universallv ad¬ 
mitted, the amount has varied greatly and opinions are not uniform 
as to the items themselves for which it should be made. The aggre¬ 
gate of these overhead charges has run in well-considered repro¬ 
duction estimates from 10 per cent to 80 per cent of the total of 
the inventory. If it be assumed that the inventories of the physical 
property of the railroads of the United States would aggregate 
$15,000,000,000, 20 per cent, the difference between the extremes 
above stated would amount to $8,000,000,000. It will be seen, there¬ 
fore, that from a money point of view it is of great importance 
that these charges should be intelligently considered. Seemingly 
in the past the amount of these charges has depended rather 
296 upon the impression of the engineer who applied them than 
upon any well ascertained basis of fact. It has been the 
attempt of the Commission to reach a conclusion grounded, not upon 
impression or inclination, but upon a substantial foundation. The 
attempt has been made to bring these charges under the same test 
which has been applied in the development of prices, namely, the 
actual experience of the past. The conclusion reached and the rea¬ 
sons for that conclusion will be given under the different items 
which are here classed as overheads. 

Contingencies. 

In many estimates of the cost of reproduction in the past some sum 
has been included in the nature of an overhead charge for con¬ 
tingencies. This has generally been computed as a percentage and 
has varied from 2 per cent to 10 per cent. Sometimes the same per- 
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centage has been computed upon both road and equipment accounts 
while in other cases a larger percentage has been used for road ac¬ 
counts than for equipment. 

Carriers have continuously insisted lliat an allowance of this kind 
is proper and necessary and tliat it should be not less than 5 jx^r cent 
nor more than 10 per cent. They unite in giving one reason for this 
opinion. It was said bv them that in estimating the cost of con¬ 
structing a new railroad there sliould be added this percentage for 
contingencies, and that the same addition must be made in estimat¬ 
ing the cost of a hypothetical reconstruction. The accuracy of this 
conclusion may be tested in the light of undisputed facts. 

When the building of a railroad is in contemplation the engineer 
locates his railroad, ascertains what facts he can as to physical and 
commercial conditions under which that railroad is to be built, 
makes his surveys, draws his plans, and from these surveys and plans 
determines the quantities which will enter into the construction of 
the road. He then applies to thase quantities what he believes to be 
a proper price, and thereby shows the total expense of building 
the railroad. The accuracy of this estimate will depend upon the 
character of the man who makes it and the care with which it is 
made; but even though the engineer be cumj)etent and the work 
done with care it is still found necessary by experience to add to the 
estimate from 5 to 10 per cent for contingencies to cover matters 
which have not been foreseen. No (juestion can be made that the 
prudent engineer and the prudent investor will do this, and that 
experience demonstrates the practical necessity for such an aiMition. 
But what are the reasons for this allowance, and do those reasons 
ap]dy in case of a reproduction estimate? 

297 There are perhaps two general classes of items which justify 
the estimate for contingencies in case of the road to be con¬ 
structed. It is almost inevitable that some things will be forgotten 
which are finally necessary to the completion of the ]»roperty. If a 
complete detail of the construction exjiense as actually incurred be 
compared with the detailed estimate, it will be found that certain 
items in the former do not appear in the latter. These omitted 
items make up a considerable part of the estimated cost of con¬ 
tingencies. 

In the building of the railroad unexpected difficulties are encoun¬ 
tered. The character of the excavation is not what was anticipated. 
Rock is found where earth might have been expected. Quicksanil 
may develop, which will add largely to the cost of the w’ork. Bridge 
piers must be given a greater depth of penetration than was indi¬ 
cated by the borings and soundings. These and numerous other 
unforeseen conditions add to the total cost of the w’ork. 

Neither of these two classes of items which make up the greater 
part of the sum total of contingencies in new construction is present 
in the estimate of reproduction. The road has been constructed. 
Every item which enters into the property is present and can be 
inventoried. Those things which are omitted in the estimate of 
original construction are all here in case of the completed property. 
The first class of items, wdiich renders an estimate for contingencies 
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imperative in case of new construction, disappears in case of repro¬ 
duction. 

It may be said, although that claim has not been very clearly 
urged by the caiTiers, that it is impossible to enumerate all the items 
of property which enter into the construction of a railroad, and that 
some sum mast be included to take care of inevitable omissions. 

, While this might be so in case of an inventory hastily taken, it is 
not true of the inventories made by the Commission pursuant to 
tlie valuation act. To an extent the Commission’s inventory is made 
in the first instance by the carrier and checked by the Commission. 
This is true of equipment. The carrier furnishes a list of its rolling 
stock of all kinds, and that list is verified by the representatives of 
the Commission. It is significant as bearing upon the accuracy of 
the work that up to the present time in no case has there been any 
dispute between the carriers and the Commission as to the units of 
equipment which the carrier owns. Further investigation by the 
Commission’s engineers has shown that many such units which ap¬ 
peared upon the records of the earner as in existence were no longer 
in service, and in some instances equipment has been identified 
which did not appear upon the records of the carrier; but in the end 
there has been a complete agreement between the carrier, the engi¬ 
neer, and the accountant, all approaching this subject from different 
points of view. 

298 The carrier is also required to make an inventory of its 
larger machines. It is allowed to estimate, if it chooses to 
do so, its small tools. If such an estimate is made, as it should 
bo and usually is in some form, it is evident that it will not be ab¬ 
solutely accurate, but the variation from the fact is just as likely to 
be in favor of the carrier as against it. In other words, the element 
of doubt which exists in that part of the inventory ought not to be 
corrected by an addition for contingencies. 

The inventory of other portions of the property, particularly the 
roadway, is conducted upon a different basis and is in some sense the 
joint product of the bureau and the carrier. The carrier makes 
careful preparation in advance of the taking of the inventory. The 
pilot of the carrier, armed with this advance information, accom- 
])anies our parties for the purpose of pointing out the property to 
be inventoried. Carbon copies of the field notes are in all cases fur¬ 
nished the carrier if desired, and to the record which those notes 
contain objection can be made by the carrier and the matter subse¬ 
quently investigated. 

There are certain quantities which are hidden and can not be ob¬ 
served. In the inventorying of those quantities the representative 
of the Commission must rely largely upon the statement of the car¬ 
rier, supplemented by such records as it possesses. In ascertaining 
the thickness of a retaining wall, the depth and size of foundations, 
the original ground line in case of excavation, pipes and drains 
underground, etc., the statements of the carrier are necessarily ac¬ 
cepted unless they arc manifestly wrong. 

In the making of an inventory in this way the liability to error 
is rather in favor of the carrier than against it, since as to matters 
which can not be observed and known the statement of the carrier is 
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necessarily accepted. It would be utterly wrong to make an addi¬ 
tion for contingencies for the purpose of correcting an omission in 
an inventory made up as tins inventory is, for while it is not abso¬ 
lutely accurate, there is no manner by which it can be determined 
in whose favor the error is. 

What is true of omissions in the estimate of original cost is equally 
true of those unforeseen happenings and conditions w’hich in pre¬ 
liminary estimates must be taken care of by an allowance for con¬ 
tingencies. The engineer in the making of his original estimate 
may overlook many of the difficulties to be encountered; the engi¬ 
neer in estimating cost of reproduction has before him eveiy one of 
those difficulties. If the sounding rod struck what appeared to be 
solid rock but was in fact a boulder, and if for that reason the pier 
must be sunk 20 feet deeper, this is known to-day. 

209 An instance was brought to attention where in the addi¬ 
tion of a second track quicksand dcvelojx^d whicli required a 
large amount of e.xpensivc c.xcavation, the replacing of solid eartli 
where the quicksand had been, and the construction of an expensive 
mattress to be used in that connection. It was said that this was a 
contingency. So it was in the original construction of the property; 
but today the thing done is there and the cost of doing it will all he 
estimated in reproduction. Xo second allowance should be made by 
way of contingencies. 

Plainly, the reasons for a contingency allowance in case of new 
construction do not obtain in case of reproduction, and since the 
reason upon which the opinion of all these witnesses was based fails, 
the opinion itself must go for naught. 

It should be further noted that certain matters which might bo 
termed contingencies arc taken care of in the price. This is illus¬ 
trated by the building accounts. In determining the rei)roduction 
cost of a building a bill of materials is prepared and prices arc ap¬ 
plied. To this an addition is made on account of contingencies or 
contractor’s profit or both. This is to cover that element of uncer¬ 
tainty which exists in every estimate. The result is the figure for 
which the building could be built by the carrier or for which it could 
bo contracted to a responsible contractor if that method were pre¬ 
ferred. Certainly nothing further should be added to the cost thus 
determined on account of contingencies. 

An important account in the construction of a railroad is grading. 
Our reproduction inventory shows the cubic yards of the various 
kinds of material which must be moved, common excavation, as solid 
rock, loose rock, etc. A price per yard is applied which is based upon 
known contracts; that is, upon the price which railroads have in the 
past paid for the moving of similar material under similar circum¬ 
stances. 

The contract leaves the embankment ready for the track, but it 
appears that in practice certain things are generally done by the 
grading contractor, some of which doubtless should be embraced in 
the grading account but are not embraced in the contract price. For 
example, it may be necessary to erect a temporary bridge for the pur¬ 
pose of cariydng a highway over a cut which the contractor is open- 
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ing. This is sometimes included in the contract price by the terms 
of the contract, but frequently, and perhai:)s generally, work of that 
kind is an extra. The same would Ix) true of the change of a high¬ 
way, the construction of a ditch off the right of way, etc. 

It also sometimes happens that the embankment or the cut, after 
being completed by the contractor and accepted by the rail- 
300 road, is damaged. The repairing of this damage is an addi¬ 
tional cost which should be included in the grading account 
but is not covered in the contract price. 

Careful studies have been made for the purpose of determining 
the amount of these items which are termed excess cost of grading or 
miscellaneous items, and it is found that this sum varies, depending 
upon the character of the property, the locality, and various other 
conditions, from practically nothing up to 3 or 4 cents per cubic 
yard. An attempt is made in every case to include a proper amount 
on this account in the price of the grading itself. Where the grad¬ 
ing account has been made up in this manner certainly nothing 
should be added for contingencies. 

In some of the primary accounts there is no contingency. This 
would be so of rail. It would be true of ties if properly handled 
and cared for. Wherever there is a liability to loss that fact is 
taken into account. In the laying of rail, for instance, a certain 
number of spikes will be lost. The carrier to produce a mile of track 
must purchase more spikes than will be found in the completed 
track, therefore the quantity of stakes actually found is increased 
sulhciently to cover the quantity which must as a practical matter 
be purchased. The same sort of an allowance is made in other cases 
where necessary. 

The chief insistence of the carriers in favor of this inclusion is 
that inasniueli as it has been commonly allowed in the ]»ast it should 
he made here. But this would bv no means follow. Such an addi- 

V 

tion might perhaps be made in case of a superficial inventory, where 
omissions and oversights would be expected, but not in one made 
with greater care. Much would depend upon the method by which 
prices were determined. Nor can it be said that the methods and 
practices involved in the valuation of railroad properties in the past 
liave yet reached that state of permanence which entitles them 
to the rank of authority. 

It is truly said that in the building of a railroad all sorts of un¬ 
foreseen contingencies occur. There will be accidents which could 
not be forecast. Floods may come. Strikes may occur. Many 
things may happen which will increase the cost over what it would 
have been "under perfectly normal and favorable conditions. It must 
be remembered, however, that our prices have been determined with 
rcs})ect to the actual experience of the past, and this experience 
includes every item of the sort referred to. Accidents, washouts, 
labor disturbances, everything of that kind have occurred in years 
gone by and have been "paid for by the carrier in the production of 
the property. 

Our price is often based upon the contract price under 
which work has been done, and it is said that the contractor 
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has frequently lost money. One contractor may lose money and 
another contractor may make an undue amount, but on the whole 
the contract price is that price which experience has shown to be a 
fair one and which contractors of judgment are willing to accept. 
No contractor would name a price which did not include all the 
elements of chance above named and many others. There would be 
no propriety in allowing a second time for contingencies of that class 
which have been once compensated for in the price applied. 

The question is not what has been done in the past, but rather 
what ought to be done now. After careful consideration the Com¬ 
mission has felt that much more reliable results would be obtained 
by giving due weight to this element of doubt at the specific points 
where it occurs rather than by making some general addition ap¬ 
plicable to the entire inventory. No general allowance has therefore 
been made for contingencies under that name. 

Engineering. 

The engineer plays a prominent part in the building of a railroad. 
Ilis services antedate the work of actual construction and continue 
throughout construction and into operation. Expenditures for engi¬ 
neering have always been assigned to a separate primary investment 
account. 

In determining cost of reproduction it has been the general prac¬ 
tice in the past to include a gross sum for engineering in the nature 
of an overhead expense. Some of the state commissions have 
claimed that this is not correct; that while perhaps a certain part of 
engineering cost may be treated as an overhead, the bulk of it should 
be assigned to particular structures. 

A certain portion of the engineering expense incurred in the build¬ 
ing of a railroad, and which must be incurred in the reproduction of 
that railroad, could not be allocated to particular items of property. 
This is manifestly true of that preliminary engineering outlay whieh 
precedes the beginning of construction and which is very consider¬ 
able in amount. 

During the progress of construction the chief engineer and his 
immediate organization are engaged in general supervision of the 
engineering work upon all parts of the property, and manifestly that 
engineering expense could not be allocated. 

To an extent the cost of engineering peculiar to certain structures 
might be known. An engineer may be assigned to the building of a 
bridge or a tunnel. This, however, is unusual, since in actual prac¬ 
tice the same engineer will super\’ise all the work upon a 
302 particular section of the road or the work of a particular 
kind upon a given section. It would be difficult to assign to 
a given structure the amount of his salary and expenses which 
actually belongs there. In point of fact the accounts of carriers in 
the past have seldom been so kept that it would be possible to make 
such an allocation of engineering cost to any considerable extent. 

The conclusion was reached after the most careful consideration 
with the engineers of the Commission that to attempt to allocate the 
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cost of engineering to particular pieces of property would be a re¬ 
finement not practiced in the past, not called for in the present work, 
and which for lack of supporting data would introduce an element 
of greater uncertainty rather than greater ccrtaint 5 ^ It was there¬ 
fore determined to adopt the almost universal practice of the past 
and to treat engineering as an overhead charge which could be prop¬ 
erly stated in a single gross amount. 

For the determination of this amount two methods are open, the 
synthetical and the historical. 

Under the synthetical method an attempt is made to determine the 
amount of engineering service which will be required and its cost. A 
construction program is mapped out; the number of engineers re¬ 
quired is determined; their grade and salaries are fixed; the length of 
their service is stated; and in this way the total amount of the 
expenditure is arrived at. 

This method was employed by the bureau of valuation in ca=e 
of all properties first valued, with unsatisfactory and inconclusive 
results. The objection is that no supporting data can be found. 
Reliance must be placed entirely upon the judgment of the man who 
makes the estimate. It is not possible to bring that judgment to the 
test of experience as disclosed by the records of the carriers. 

The historical method inquiries what this expense has been in the 
pa.st and seeks to determine in this manner what it would be to-day. 
For years engineering has stood as primary Account No. 1. It is one 
of the few accounts which have never been changed. It has been 
easy to distinguish those items which should go into this account. 
The cost of engineering is therefore known with substantial accuracy 
as to many railroad properties. 

In estimating the cost of new work it is customary to add a per¬ 
centage of the total cost for engineering. In estimating the cost of 
reproduction in the past the same practice has been followed. While 
carriers liave made some objections to the use of the percentage 
method, no substantial reason has been given for that objection. 

Assuming that engineering is to be computed as a percentage, upon 
what base should it be reckoned? Should the entire cost of 
303 the property be taken or should the percentage be applied to 
certain items of cost? 

The investment accounts of a railroad arc divided into three gen¬ 
eral classes—road, equipment, and general expenditures. It is evi¬ 
dent that there is no connection and therefore no necessary relation 
between engineering and general expenditures. This class of ac¬ 
counts should therefore he omitted in computing engineering. 

In some cases engineering accrues as an expense in connection with 
equipment and in others it does not. With smaller roads and with 
many of tlie larger roads equipment engineering is furnished by the 
builder and becomes a part of the jirice paid for the completed article. 
It often happens, however, that equipment is furnished according to 
specifications jn-e])ared by the carrier, and this involves an item of 
engineering expen.^e. Considered as a whole, the proportion of en¬ 
gineering cost a<5signahle to equipment is almost negligible. 

The relation between the cost of equipment and the cost of the 
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roadway varies greatly with different properties. There is no definite 
relation between the cost of engineering and the cost of equipment, 
and therefore equipment should he disregarded in seeking a satis¬ 
factory base for the computing of engineering as a percentage. 

This would leave the road accounts onlv, and from these emii- 
neering itself should be excluded. The same is also true of land in 
connection with which there is little or no engineering proper. 

It would seem, therefore, that the road accounts, exclusive of land 
and engineering, afford the must reliable base for the computation 
of engineering iis a percentage. 

Having determined that engineering is to be stated as a percentage 
upon the road accounts, exclusive of Nos. 1 and 2, how shall the 
amount of that percentage be determined? If possible, the same 
method should be followed here as in the determination of prices. 
If the cost of engineering in the past can be ascertained, tliat should 
be used as a guide in the making of this reproduction estimate. 

It is possibly true that this item in the investment account of an 
old railroad which has attained its j)resent stage through a process 
of development extending over several years may not represent what 
it would cost for engineering if that road were to be constructed 
de novo. The accounting rules of the Commission do not permit a 
carrier to include in the cost of a betterment or addition to its prop¬ 
erty anything on account of engineering service rendered by the 
operating engineers of the carrier. It usually happens that rail¬ 
road systems of considerable size employ engineers of ability as a 
part of their regular operating force, and these engineers c.xercise a 
certain amount of supervision over additions and betterments to the 
pro))erty. To an extent, therefore, engineering is not in- 
304 eluded in the cost of these subsequent improvements and does 
not appear in the total of Account No. 1. But with pieces of 
new construction, especially if that construction is by independent 
companies, the cost of engineering is generally authentic and re¬ 
liable. 

For the purpose of determining what was fairly indicated by the 
experience of the past the Commission took a great number of pieces 
of construction which had been conqdetcd within the last 10 or 15 
years and deduced the percentage ratio borne by engineering to the 
road accounts exclusive of Nos. 1 and *2. The result was reasonably 
satisfactory. There were a few cases where the per cent fell below 
2 and a few others where it rose above 5. An examination of these 
cases showed that there was something either in the character of 
the project or the manner in which tlie work had been done which 
e.xcepted them from the normal. In tlie great majority of instances 
the percentages ranged between 2 and 5. When plotted upon a chart 
it was found that the bulk clustered around 3.5 per cent and the 
average of all was 3.6 per cent. 

The carriers collected a great amount of similar evidence. The 
average result shown by the instances which they compiled w’as 
something over 4 per cent, but the number of carriers embraced in 
their exhibit was much less than those considered by the Commission, 
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and it was felt that the exhibit was not equally representative and 
that the average was not a fair one. 

Upon the strength of this investigation the engineers were in¬ 
structed to compute engineering as a percentage of the road accounts, 
excluding Nos. 1 and 2, and that the percentage so included should 
not be less than 2 nor more than 5 per cent. If an abnormal case 
arises in which the engineer believes a greater or less sum should 
be estimated, he wiW list that case for special discussion and de¬ 
termination. 

It may be inquired how the engineer will determine w’here to fix 
his i)ercentagc between these limits, and the answer is obvious. He 
must consider the nature of the property with which he is dealing. 
If the railroad runs through a comparatively level country, crossing 
few streams, and therefore with few bridges, slight cuts, and no tun¬ 
nels, the percentage of engineering would be comparatively low' even 
though the cost were also small, but as the difiiculties increase the 
percentage w’ould rise. It must be noted, however, that the per¬ 
centage may be comparatively low*, although the engineering diffi¬ 
culties are manv, for the reason that the total cost of the work is 
large and the percentage of engineering therefore small, although 
the gross amount of engineering is itself large. 

In fixing this percentage the engineer also frequently derives great 
assistance from what he can ascertain as to the origianl cost. 
305 This is bv no means conclusive, but it is ahvavs instructive 
and when ascertainable is carefully considered. 

Engineering has not been depreciated. It is a labor charge and 
ordinarily labor depreciates along with the article into the cost of 
w’hich it entei*s, but for the reasons named below’ this rule has not 
been applied to engineering. 

Of tlie remaining expense the most considerable part is assignable 
to the providing of the structure upon whicli the ties and rails are 
installed. Of this structure the greater part appreciates rather than 
depreciates. The bridge and the culvert deteriorate but under proper 
maintenance the embankment does not. 

In view’ of the difficulty of du'^tinguishing betw’een that engineer¬ 
ing which was assignable to the location and laying out of the prop¬ 
erty and the allocation of the remainder to that part of the property 
which did not depreciate, it w’as deemed best to treat the entire item 
as nondepreciable, and this course has been follow’ed. 

General Expenditures. 

Under general expenditures are included those items of expense 
w’hich can not be a.«signed to any particular article or property, like 
the expense of organizing the corporation, legal expenses, etc. These 
expenditures are from their definition overheads and are ahvays 
allowed as such. Interest during construction is pro]>erly a gen¬ 
eral expenditure and is usually treated as such, but in our w’ork 
interest is considered by itself and all other items of general expendi¬ 
ture are thrown into a single item for the reasons stated below’. 
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The accounts embraced under general expenditures according to 
the present classification are as follows: 

No. 71. Organization expenses. 

No. 72. General oflicers and clerks. 

No. 73. Law. 

No. 74. Stationery and printing. 

No. 75. Taxes. 

No. 76. Interest during construction. 

No. 77. Other expenditures—general. 

This classification has been in effect since July 1, 1914. 

The corresponding accounts in the previous classification were as 
follows: 

No. 43. Law expenses. 

No. 44. Stationery and printing. 

No. 45. Insurance. 

No. 46. Taxes. 

No. 47. Interest and commissions. 

No. 48. Other expenditures. 


306 It will be seen that the present classification docs not in¬ 
clude commissions with interest. Since commissions fre¬ 
quently amount to very considerable sums and since they were ex¬ 
ceedingly valuable it is evident that that account, as stated in the old 
classification, is of no value whatever in showing the actual expendi¬ 
tures for interest during construction. This, however, is unim¬ 
portant, since interest is dealt with in an entirely different way in 
showing reproduction cost and may be entirely disregarded in the 
present discussion of general expenditures. 

Eliminating interest, it is evident that while some of the accounts 
are identical, most of them are not. Those which are the same are 
comparatively small in amount. Imder the new classification the 
largest account is usually No. 72, general officers and clerks. This 
item, as well as organization expenses, was formerly included in 
Account 48. Organization expense^ .«ecm sometimes to have been 
reckoned with law expenses under the old classification. While, 
however, it is impossible to find any supporting data for an allow¬ 
ance of general expenditures according to the ])rescnt claiv^ifieation 
in the accounts of the carriers as ju'eviously ke])t, the gcuieral ex¬ 
penditures accounts as a whole include the same items to-day which 
were included in the corresponding accounts as a wliole under the 
previous cla.ssification, exce|)ting interest and commission. In view 
of the comparatively .«mali amount of tlie exp.enditure in case of 
most of these accounts, the satisfactorv wav seemed to be to exclude 


interest and consider the balance as a whole or as one item and to 
inquire of the past wliat the amount of this item ought to be. 

If general expenditures, exclusive of interest during construction, 
are to be treated as a percentage, upon what basis should that per¬ 
centage be computed? Equipment involves a very inconsiderable 
part of these general expenditures which are mainly associated with 



UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 


305 


the construction of the road. It has been determined therefore to 
put this percentage upon the road accounts exclusive of No. 2, land, 
which is considered as an independent item. 

To determine the amount of tliis percentage resort was had to the 
same method by which engineering had been ascertained, the same 
projects being used. The result was not satisfactory. When the 
completion reports were distributed among the different engineering 
districts it was found that a material difference in the percentage 
existed. The reason for this difference could be understood upon an 
analysis of the figures, but every analysis indicated that in two of 
the districts the figures were inherently unreliable. Recourse was 
had to individual cases which were believed to be fairly typical of 
what might be expected under normal conditions, and w^hile the 
percentage was not altogether uniform there was in these instances 
a substantial agreement. 

307 This item is not large in amount but it is from the very 
nature of things impossible of any exact estimate. Upon a 
view of all the facts before the Commission it is believed that 1.5 
per cent of the road accounts, excluding land, would be a fair amount 
to estimate for all general expenditures as now classified by the 
Commission with the exception of interest during construction. In 
some states a large charter fee is rerpiired, depending upon the 
amount of capital stock and bonds named in the articles of incorpora¬ 
tion, and our engineers are instructed in such cases to ascertain the 
amount of this fee and add it to the 1.5 per cont where it is more 
than nominal. In states where no taxes are levied upon railroad 
property during construction, that fact is considered. 

General expenditures are depreciated with the accounts used as the 
basis for computing the percentage. As already noted, these ex¬ 
penditures accrue almost entirely in connection with the road ac¬ 
counts. While organization, and perhaps a part of legal e.xpenses, 
would not properly depreciate, these are ordinarily an inconsequen¬ 
tial part of the whole which would depreciate along with the items of 
property in the production of which they arc incurred. 

Cost of Obtaining Money. 

The cost of obtaining the money with which to finance the con¬ 
struction of a railroad has been frequently and perhaps usually 
treated as an overhead. After mature consideration, it has been 
thought best in reporting cost of reproduction new to show nothing 
on this account as such but to include any necessary charge of that 
character in the interest rate. 

Ordinarily a railroad coi’poration finally obtains the money with 
which to defray the expense of constructing its property by the sale 
of stocks and bonds, but the date at which such sale is effected de¬ 
pends upon a variet}^ of circumstances. The necessary money may 
te borrowed on short-term pajier and the bonds issued and sold at 
the end of the construction period. The bonds may be issued before 
the beginning of construction and turned out as collateral for short¬ 
term notes during construction, or the bonds may be sold in advance 
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of the beginning of construction. An examination of the financial 
history of our railroads indicates that the last method has been 
seldom used. 

Whatever method is adopted would involve a certain amount of 
expense. If the money were borrowed on short-term notes there 
would be some small charge, not exceeding 1 per cent and usually not 
exceeding one-half of 1 per cent, for brokerage. If the bond was 
sold, there would usually be a discount which would include 
308 the brokerage charge proper and which would depend upon 
the rate of interest, the length of the term, and the credit 
of the company. 

The most important factor in determining the cost of obtaining 
the money and the rate to be paid for the same would be the credit 
of the borrower. The United States government could probably 
borrow the money in normal times for from 3 to 3 VI* per cent. A 
strong railroad with the best of credit could obtain it for approxi¬ 
mately 4 V 2 per cent. A weak railroad might not be able to obtain 
the necessary funds at any rate without financial support, for which 
it must pay in some’form. 

It was felt at the outset that it might be necessary to determine 
in each case the cost of obtaining this money; that is, that inquiry 
must be made into the credit of the company and the circumstances 
which would surround its financing. Further reflection, however, 
showed that this would be an almost impossible task, and that the 
result would be misleading rather than informing. On the whole it 
seemed best to assume that the credit available when the property 
was being reproduced was in all cases good and the same; that 
money would be obtained at the same rate and supplies purchased 
on equally advantageous terms. Upon no other theory would the 
cost of reproducing the different propeilies be fairly comparable. 

This being settled the next question is as to the rate of interest 
to be adopted. Six per cent is the legal rate of interest in a large 
section of this countrj^ where no other rate is specified. An examina¬ 
tion of the sale of bonds of various kinds for the five years pre¬ 
ceding June 30, 1914, led to the belief that this rate would be ample 
to cover not only the interest on the money but any brokerage which 
would usually be charged for the obtaining of the money. It has 
been assumed, therefore, that at 6 per cent whatever money is needed 
can be obtained, and that this rate of interest will cover the entire 
cost of obtaining the money. 

It should be noted that under the accounting rules of the Commis¬ 
sion now in effect if bonds are sold at a discount that discount is 
carried into a suspense account to be amortized from year to year 
out of earnings or otherwise during the life of the bond. This 
discount, therefore, while in one sense as asset which is to be paid for 
by the public in subseciuent yeai's, is no part of the expense of con¬ 
struction or at least only to the extent of the discount which has 
already been amortized at the beginning of operation. 

It should be further borne in mind that engineering reports 
do not attempt to place a final value upon properties. There may 
be facts in the financial history of a coi’iioration which would make 
it just to consider the cost to that road of obtaining money in the 
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determination of its final value. The financial history of 
309 every corporation is fully dealt with in the accounting re¬ 
port. The engineering report deals merely with the physical 
property of the carrier, and in estimating the cost of reproducing 
that property new it is assumed that the money can be had for 6 per 
cent without additional cost and without inquiring how it is to be 
obtained. 


Interest During Construction. 

A considerable time is required to construct and put into operation 
a railroad. The expense of building and equipping that railroad 
must be met as the work proceeds. For the use of the money required 
for this purpose from the time it is obtained by the company up to 
the period when operation begins interest must be paid, and it is 
universally conceded that this interest is an item of expense in the 
construction of the property which should be included in a repro¬ 
duction estimate. Such an item is provided for by the accounting 
rules of the Commission. The debatable questions are as to the rate 
and length of period for which interest is to be computed. 

It has already been stated in the previous discussion upon the cost • 
of obtaining money that G per cent is the rate to be applied and that 
this rate is taken as including all other costs in connection with pro¬ 
curing necessary funds for construction. 

In the valuation of railroads, it has been customary in the past to 
allow interest upon the entire reproduction cost of the railroad for 
one-half the construction period. This is apparently done upon the 
theory that expenditures v.ould run over the entire period of con¬ 
struction at about the same rate. 

The equipment of a railroad very often makes up a considerable 
part of its entire cost. This is not usually purchased until the road 
is practically completed, and but little, if any, interest is paid on 
expenditures on this account up to the time that operation begins. 
For this reason it did not seem proper to treat payments for equip¬ 
ment the same as payments for other items of construction, and it 
was finally decided to allow in most cases interest upon equipment 
for three months. 

Disregarding, then, the item of equipment, we come to inquire for 
how long a time should interest be computed upon the balance of 
the expenditures and upon what accounts? 

Land is not included in the engineering report nor do we attempt 
to show the cost of reproducing the operative lands of a carrier. In¬ 
terest should not therefore in this connection be computed on Ac¬ 
count No. *2. It should apparently be reckoned upon all the road 
accounts except this and upon general expenditures except interest 
during construction. 

310 The length of time for which this interest should be reck¬ 
oned is one of the most difficult questions connected with this 
whole reproduction estimate. Carriers have usually insisted upon a 
long period, and in the very nature of things there is no exact stand¬ 
ard by which the issue can be determined. With a view to obtain- 
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ing such information as is available a careful study has been made 
of the records of the carriers for the purpose of ascertaining what 
time has been actually required in the past. From these studies it 
clearly appears that there are two construction periods. There is, 
first, a preliminary period during which the feasibility of the en¬ 
terprise is frequently under consideration and which covers pre¬ 
liminary and location sursTvs. This period is extremely variable, 
being in some instances only a few months, while in case of other 
properties of the same extent several years have been spent. The 
expenditures during this i)eriod are insignificant as compared with 
the whole and the better plan has seemed to be to entirely disregard 
this preliminary work, both in stating the construction period and 
in the computation of interest, and to treat the relatively small 
amount of interest which may be considered as accruing during the 
preliminary period in connection with and as covered by the esti¬ 
mate for the construction period. 

After the preliminary period comes the period of actual construc¬ 
tion, which in our work has been treated as the construction period. 
With respect to the length of this period the following two observa¬ 
tions may be made: 

(1) An examination of the construction history of many railroads 
shows that construction has seldom proceeded as rapidly as it might 
eeonomically have done. Delays have been due to a great variety 
of causes, but oftenest to financial difficulties. For this reason the 
period of construction as it in fact existed in case of particular 
properties is not necessarily a fair measure of what the construction 
period for those properties should be, nor is the average construction 
period a fair test. 

The construction period as determined by our engincci's is not 
supposed to represent the shortest time in which the railroad could 
be constructed, but rather that period within which the work might 
be economically done. The usual delays which occur on the average 
in normal times due to labor and market conditions arc assumed to 
exist, but unusual delays due to financial troubles and to other causes 
peculiar to individual properties are eliminated. 

(2) All existing means of transportation aside from the property 
itself which is under reproduction are assumed to exist. A given 
railroad is usually crossed by several different roads, which makes 
possible the bringing in of men and materials at these junction 

points. This enables the engineer to proceed with his 
311 hypothetical reconstruction at several different places at the 

Siune time. Assuming that conditions are the same along the 
entire line, a road 300 miles in extent might be reproduced in nearly 
the same time as a road 100 miles long. 

This assumption often very much reduces the period allowed for 
reconstruction below that historically required for the building of 
the property. The Xorthern Pacific has been already referred to in 
this connection. When that road was built it ran tlirough miles of 
territory where no other railroad existed. Materials and supplies 
must be carried into that country over its own line. The first 100 
miles must be constructed before the second 100 miles could be 
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fairly begun. Today the Northern Pacific is paralleled for many 
miles by the Chicago, Milwaukee & St. Paul, so that men, supplies, 
and materials of all kinds can be delivered at many points along the 
entire line. This renders it possible to prosecute the work simul¬ 
taneously at many points and very much reduces the total construc¬ 
tion period. 

An examination of the history of the construction of many pieces 
of railroad shows that when construction has been begun and prose¬ 
cuted continuously the monthly expenditures are distributed with 
comparative uniformity over the entire period. As already sug¬ 
gested, construction is frequently delayed and interrupted from va¬ 
rious causes, and there are certain sections of the country in which, 
owing to climatic conditions, construction is necessarily for the most 
part suspended during a portion of the year, but considering the 
country as a whole it may be said tliat expenditures are about evenly 
distributed throughout the period of active construction. 

If, therefore, it were to be assumed that interest should be reck¬ 
oned upon every expenditure from the day when it was made to the 
day when the road is opened for operation, it would be correct, dis¬ 
regarding interest on interest, to compute interest upon the full 
amount for one-lialf the construction period. 

It has been felt, however, that it ought to be postulated that the 
carrier as it enters upon and proceeds with the construction of its 
property should have on hand a certain amount with wliich to meet 
its expenditures in advance of the exact day when they mature, 
and it has seemed reasonable to assume that at the beginning of 
each six montlis the carrier has available sufficient funds to cover 
the expenses of that period. This would mean that funds would be 
furnished the carrier three months upon the average in advance of 
their expenditure and that interest should be computed for one-half 
the construction period plus three months. 

It is felt that this will include interest on expenditures made dur¬ 
ing the preliminary period the amount of which, as already sug¬ 
gested, is insignificant in comparison with the total outlay. 
312 There is also an item of interest on interest which increases 
as the length of the construction period lengthens, but it is 
believed that the interest which the carrier should obtain upon its 
cash balances in bank ought to be sufficient on the whole to offset 
this item. Interest is therefore computed upon the road accounts, 
except land, and upon general expenditures, except interest during 
construction for one-half the period of actual construction plus three 
months, and upon equipment in ordinary cases for three months. 

The construction program adopted does not contemplate any com¬ 
mercial operation of the railroad during the assumed reproduction 
period, and therefore no sum is to be estimated either as a debit or 
credit balance for Account No. 40, revenues and operating expenses 
during construction. 
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Distribution of Property Between States. 

The valuation amendment requires the Commission to “show the 
value of the property of every eommon carrier as a whole, and sepa¬ 
rately, the value of its property in each of the several states and 
territories and the District of Columbia, classified and in detail.’’ 
The engineering report docs not deal with value proper and the 
above requirement is construed to refer to the cost and other facts 
with respect to the property with which tliat report does deal. 

A large part of the physical property of a railroad is fixed. This 
is true of its roadbed and its buildings of all kinds. As to the loca¬ 
tion of all this property no doubt can exist. 

Certain other property is movable and might be carried from state 
to state, but in fact its use is ordinarily confine<l to one place. Of 
this, roadway small tools and sliop tools furnish illustrations. While 
they might be and sometimes arc used interchangeably in dilYcrcnt 
states to a very limited extent, their use is ordinarily confined to a 
single locality. Property of this sort is clearly located in the state 
where it is used. 

All property of the above classes is included in the road Accounts 
Nos. 1-47 and no property embraced in those accounts can be fairly 
regarded as having a situs in more than one state, except Account 
No. 37, roadway machines. These machines, usually mounted on 
wheels, can be readily transported from point to point over the line, 
but here again in actual practice their use is generally confined to the 
limits of a particular state when the length of line in that state is 
considerable. On the whole, it has seeine<l well enough to treat all 
property embraced in these road accounts as having a definite .^itiis 
in that state where it is ordinarily used. 

It will be remembered that the inventory is made by valuation 
sections. No valuation section is ever allowed to extend 
313 across a state line. If. therefore, all valuation sections in a 
given state are summarized, the summary exhibits the total 
fixed property found in that state and the varioiH inventories exhibit 
the details of that property. Overheads reckoned in percentages, as 
previously described, are applie<l by states and are embraced in the 
summary so that the total cost of reproduction new and reproduction 
less depreciation is given by states as to the property embraced in ttie 
road accounts and also as to general expenditures. 

The equipment of a railroad is readily interchangeal'le between 
different parts of its line and it is habitually so interchanged. Its 
engines are usually confined to its own line, but freight cars habit¬ 
ually, and passenger cars frequently, pass onto the lines of other 
carriers. This equipment has, therefore, no situs dependent upon 
its use. 

To the above nile there are some exceptions. A switch engine, for 
example, is ordinarilv employed, for a considerable period at least, 
in the same yard. The type of an engine may designate it for a 
particular use which as a practical matter confines that machine to 
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one state, but on the whole it seems necessary to treat equipment as 
a thing without location. 

Instances will frequently arise where the use of floating equip¬ 
ment, Account No. 5G, and possibly of motor equipment. Account 
No. 55, may fix the situs of the property, but, broadly speaking, 
nothing included in these equipment accounts has a location in any 
particular state and can only be assigned on some arbitrary basis. 

The language of the act is “property in each of the several states, 
etc.” Literally interpreted, the Commission is by this required to 
show the property located in a particular state. If the property has 
no location it does not fall within the requirements; that is, the 
Commission is not required to create, nor would it be justified in 
attempting to create by any arbitrary rule, a location which does 
not in fact exist. It has been determined, therefore, not to attempt 
to allocate by states property embraced in the equipment accounts, 
but to report that in one item as nonassignable. 

The correctness of this conclusion is confirmed by the reflection 
that any distribution of equipment must be made by some standard 
varying from year to year and not ascertained or ascertainable by 
the observation of our own engineers. Such distribution must de¬ 
pend upon use; that is, upon engine-miles, car-miles, ton-miles or 
some other statement of movement either with or without the load¬ 
ing. A distribution on this basis would not be permanent, and the 
information itself must be derived from an examination of a class 
of records which are not the subject of investigation in any branch 
of the present undertaking. 

314 Much more troublesome is the suggestion that the value of 
certain important structures ought to be distributed to por¬ 
tions of the property in states other than that in which the structure 
itself is located. The passenger terminal of the Pennsylvania Rail¬ 
road in New York City well illustrates this. Here was an expendi¬ 
ture on Manhattan Island of more than $100,000,000, although but 
a comparatively few miles of the Pennsylvania system are located 
in tlie state of New York. That station really benefits the entire 
Pennsylvania system. It was built for the pni*pose of enabling that 
system to take a more commanding position in the handling of 
passenger tnillic between the east and the west. If a passenger takes 
the Pennsylvania lines from New York to St. Louis because of the 
existence of tliis station when otherwise he would have gone bv 
some different route, the A^andalia benefits from that fact as much 
as do other parts of the through line in proportion to its earnings. 
When, however, any basis for such distribution is sought, the im¬ 
possible nature of the problem of distribution appears, and above all 
the express language of the act seems to forbid. This station is in 
the state of New York and should be so reported. 

Carriers frequently own small amounts of property located off the 
line in states through which the railroad itself does not run. Fur¬ 
niture in an off-line office would afford an illustration. This prop¬ 
erty is collected in one item and reported as nonassignable. A 
schedule of such property showing its location appears in connee- 


312 


UNKED states of AMERICA, ETC., VS. I. C. C. ET AL. 


tion with the engineering report, but no attempt is made in the 
report to distribute the items among the different states. 

While a literal interpretation of the language of the act might 
call for an assignment of this property to the state in which it is in 
fact located, it has been thought that a practical and sensible in¬ 
terpretation of the act would not so require. If it is desired to know 
exactly where this property is, the detailed sehedule can be con¬ 
sulted. 

The Land Section. 

The property of a railroad company may consist and usually docs 
consist both of that which is used for transportation purposes and 
that which is not devoted to the j^ublic service but is strictly private 
property. The valuation act requires tlic Commission to report the 
entire property, both that which is used for transportation purposes 
and that which is not. The former is usuallv denominated carrier, 
the latter noncarrier. 

The property of the carrier may again be divided into physical 
and nonphysical, the latter consisting of stocks, bonds, cash, etc. 
The engineering section, as already stated, deals with the physical 
ju’operty which is devoted to transj)ortation pur|X)ses with 
315 the exception of land. The land section deals with lands 
and, in case of noncarrier property, with all structures upon 
or connected with the land, including noncarrier structures upon 
earner land. 

The Commission is required to report the original cost and present 
value of noncarrier lands. In doing this the land and the structure 
are treated together. In no other way could a correct value he de¬ 
termined, for it often happens that the value of the land represents 
the entire value of land and structure, the structure not being of a 
character suited to that place, and, upon the contrary, it may some¬ 
times haj>pcn that land and structure together are not worth what 
the structure alone cost or what it would cost to reproduce the same. 
The land section may call upon the architects of the engineering sec¬ 
tion for assistance in valuing the structure, hut the total value is not 
ascertained by adding together the reproduction cost less deprecia¬ 
tion of the stnicture and the value of the land. What is reported is 
the market value of land and structure as they stand. 

It will he seen, therefore, that the first step in the land appraisal 
is to determine what lands are used for transportation purposes and 
what are not, and this frequently involves questions of much ditli- 
eulty. The act requires that lands “owned or used for the purix^ses 
of a common carrier’’ shall be classified as carrier. Docs this word 
“owned” refer onlv to lands which are owned bv a carrier and used 
by it or some other carrier for transportation purposes or may a 
carrier own for transportation purposes lands which are not actually 
used for such puiposes; in other words, can lands which have not 
been in fact devoted to common-carrier use be classified as carrier 
lands? 

One of the most serious difficulties with the present railroad situa- 
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tion is lack of proper terminal facilities. Railroad managers have 
not foreseen and properly provided for that great development of 
business which has not only rendered existing terminals inadequate, 
but which frequently renders it necessary to entirely discard such 
facilities and provide new ones in diti'erent locations. Owing to the 
great increase in the price of city lands it is usually extremely ex¬ 
pensive to procure the land rights needed for this development. 

Any nile which would discourage railroads from exercising proper 
foresight in the purchase of lands which will be needed for terminal 
facilities in the future development of their properties would be 
most unfortunate, for it would not only tend to prevent the provid¬ 
ing of the requisite facilities when necessary but would much in- 
cretise the expense of those terminals when provided. At the same 
time to give to a carrier the unlimited right to purchase and hold 
at the expense of the public lands in the vicinity of growing towns 
upon the belief that possibly at some time and in some way 
316 such lands will be needed for railroad purposes opens a door 
to much extravagance and holds out an inducement to un¬ 
fortunate investment. This appears from instances which have 
come under the observation of the Commission ip the prosecution 
of its valuation work. AVhile a liberal rule should be adopted, there 
must be some limit to the right of a carrier to hold or own land for 
transportation pur})oses at the expense of the public. 

The rule adopted has been that lands not devoted to the public 
service in fact may be classified as common carrier, but this shall 
be done only in those cases where the public use is either actual 
or imminent. By “imminent” is meant that the possible use must 
at least be eapable of definition. It is not necessary that the lands 
be put to this use in any definite time after their purchase, but the 
carrier must be able to point out with reasonable clearness the prob¬ 
able future use which is to be made of them. If the carrier asserts 
that the lands were ])urchascd in good faith, believing that they 
w'ould he required for carrier purposes, the presumption will be in 
favor of the carrier, but nevertheless the carrier must be prepared to 
state the reason upon which its belief is founded and if the reason is 
found untenable the land is classified as noncamer. 

It sometimes happens that the amount of land which is devoted 
by the carrier to a particular use appears to be excessive. For ex¬ 
ample, several acres may be used for station ground when a much 
less quantity would suflicc. The judgment of the carrier is usually 
accepted. If the land is presently used for carrier purposes the rea¬ 
sonableness of the extent is not questioned. Only in very plain 
cases would the limits fixed ])y the carrier be changed. 

Carriers frequently permit the erection upon portions of the right 
of way of structures which are of a quasi-trans|X)rtation character. 
Instances are milk sheds, grain elevators, coal chutes, etc. While 
these structures are owned by private parties, they perform a func¬ 
tion of the carrier itself in that they provide a means for the receiv¬ 
ing, storing, and handling of freight. A rental is sometimes paid 
for the use of this land, but this is seldom so, and often when money 
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is paid the amount is nominal. In such cases the Commission has 
classified the land as carrier. Where the dominant use of the struc¬ 
ture is private, as in case of a flour mill or a wholesale grocery store, 
the rule is otherwise. 

Carrier sometimes provide dwellings for employees. Where tho 
situation is such that the employee can not be properly housed with¬ 
out the providing of living accommodations these are treated as a 
part of the operative property and so classified, but where the em¬ 
ployee could readily obtain accommodations without the as- 
317 sistance of the carrier dwelling houses and structures of this 
sort are classified as noncarrier. 

It is evident that while ceilain general rules may be laid down for 
the classification of lands between carrier and noncamer use, much 
depends upon the circumstances of each individual case. The carrier 
is permitted and requested to state its position in every case and the 
presumption, as already stated, is always in favor of the judgment 
of the carrier when that appears to have been exercised in good faith. 
The rule with us in classifying carrier lands has been much the same 
as is the rule of the courts in permitting the condemnation of lands 
for carrier purposes. 

Carrier Lands. 

Paragraph “First’’ of the valuation act requires the Commission 
to report original cost to date, cost of reproduction new, and cost of 
reproduction less depreciation of each piece of property owned or 
used by a common carrier for its purposes as a common carrier. 
If this paragraph stood alone it would clearly impose upon the Com¬ 
mission the duty of reporting tho cost of reproducing the operative 
lands of the carrier. 

Paragraph “Second” enumerates in detail the things which arc to 
be reported as to the operative lands of the carrier. It is a maxim 
of statutory construction that a general provision may be modified 
by a particular provision in the same statute and when these two 
paragraphs are considered together it seems evident that all the facts 
as to which Congress required a report touching the right of way of 
the carrier are enumerated in paragraph “Second.” If this is so, tho 
Commission is not required to report in terms the cost to the carrier 
of acquiring at the present day its common-carrier lands. 

This, however', is not of much practical importance, for paragra])h 
“Second” requires the Commission to report, if not the cost of ropi'o- 
duction, at least what amounts to the same thing. That paragraph, 
which may for convenience be repeated here, is as follows: 

Second. Such investigation and report shall state in detail an<l 
separately from improvements the original cost of all lands, rights 
of way, and terminals owned or used for the purposes of a common 
carrier, and ascertained as of the time of dedication to public use, 
and the present value of the same, and separately the original ami 
present cost of condemnation and damages or of purchase in excess 
of such original cost or present value. 

The meaning of tho first part of this paragraph is plain. Tho 
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Commssion is required to state the original cost and the present 
value of all carrier lands. The meaning of the last provision is 
obscure. 

It has been suggested that the purpose was to obtain a statement 
of the expense to the carrier of acquiring these lands aside 

318 from what was paid the landowner; that is, the cost of legal 
fees, of salaries of real estate agents, of recording deeds, etc. 

But these facts, wlicn ascertained, would not be of much significance, 
and such an interpretation entirely ignores the word ^‘damages,’* 
which must also be reported. It is hardly supposable that this alone 
was what Congress intended. 

The right of way of a carrier is frequently donated, but in so far 
as the carrier must acquire this by purchase or condemnation the 
cost generally exceeds the acreage value of the lands taken. This 
is partly due to the peculiar shape of the piece acquired and partly 
to other causes. This excess cost to the carrier is a thing of import¬ 
ance in the actual production of its railroad, and the carrier claims 
that it ought to be given weight in the estimate of reproduction. 
Evidently this was the fact for which Congress intended to inquire. 
"What did it cost and what would it now cost the carrier to procure 
its right of way and other operative lands in excess of the market 
value of such lands by the acre? 

If this construction is correct, the Commission is required to report 
as to the operative lands of a carrier the following facts: 

1. Original cost. 

2. Present value. 

3. Cost of procuring right of way in excess of acreage value at 
the time of dedication to public use. 

4. Cost of procuring right of way at the present time in excess of 
present acreage value. 

Other portions of the act require certain other facts as to dona¬ 
tions. land grants, etc., but these may be disregarded for the present. 

With respect to the above items, the Commission is now reporting 
as follows: 

1. Original cod .—Every effort is being made by the carrier and 
by the Commission to ascertain and report the original cost of lands. 
The carrier is required to make return showing such cost in detail 
and this return when received is carefully examined and verified by 
the accountants of the Commission. The records of the carrier, 
county and municipal -records, couri records, and any and ever}'’ 
source of information which tends to show what the carrier did 
actually pay for its right of way are consulted. If it is impossible 
to show from the records of the carrier or from any other source 
what the carrier did actually pay for these lands at the time they 
were originally acquired, no attempt is made to estimate such orig¬ 
inal cost. In some of the earlier valuations such an attempt was 
made, but the result wfis clearly A^alueless and a moment’s thought 
will show that this must inevitably be true. It is difficult to de- 
termine after a lapse of from 10 to 50 years the acreage value 

319 of the right of way at the time it was acquired. The sources 
of information whch are available upon this point are man- 
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ifestly of doubtful accuracy. This, however, is not the most serious 
objection. The lands of a carrier were sometimes donated, some¬ 
times purchased, sometimes condemned. In the absence of records 
there is nothing to show the proportion in which lands were ac¬ 
quired by these different methods. Even if it were known that a 
particular parcel was purchased it would be impossible to determine 
the purchase price even tliough it be assumed that the market value 
of adjacent lands is correctly known, for it abundantly appears 
from obser\ation and from testimony produced by the carriers that 
the price actually paid is not determined by the market acreage 
value, being usually more but sometimes less. So of condemnation; 
without a record of the facts it is impossible to say what damages 
may have been paid. 

Plainly, an attempt to estimate original cost would in many cases 
involve, not the exercise of good judgment but rather of pure specu¬ 
lation. The Commission has not felt justified in expending time 
and money in an attempt to make these estimates when they would 
be not onlv valueless but absolutelv misleading when made. 

Several pcq)lcxing questions have arisen in attempting to show 
original cost as above, some of which may be briefly referred to. 

Carriers frequently purchase an entire tract, use that j)ortion 
which is required for carrier purposes and cither dispose of or re¬ 
tain as noncarrier land the balance. What shall be reported as the 
original cost of the carrier portion? 

The tirst thought was to divide tlie cost of the total ])arcel upon 
the basis of relative areas; that is, to in(iuire what was the area of 
the carrier portion and what the area of the noncarricr portion, an<l 
to distribute the cost of the whole in proportion to these relative 
areas. An attempted application of this rule showed an entirely 
inaccurate and misleading result, for the reason that in some in¬ 
stances the portion used for carrier ]mrposcs was very valuable while 
the balance was of little value, while in other cases exactly the re¬ 
verse was true. 

The second suggestion was to determine the relative value of the 
two parcels at the time of the purchase and to divide the original 
cost of the whole accordingly. This involved the practical difficulty 
of going back to the time of acquisition and determining the value 
of the two parcels and this difficulty in actual experience seemed 
almost insurmountable. But beyond this was the further objection 
that when determined the result was wrong, for the reason that it 
entirely ignored the element of severance damages. If the carrier 
had purchased the portion used for right-of-way purposes by itself 
it would have paid more than the acreage value; indeed, it is 
320 for the purpose of escaping the payment of an unreasonable 
excess of this kind that the entire tract is purchased. To 
treat, therefore, as the original cost of the right-of-way portion its 
market value would not accurately represent such cost. 

The following rule was finally adopted: 

In case the noncarrier portion had been sold previous to the date 
of our inventory the original cost of the carrier portion was de¬ 
termined by adding to the original cost of the entire parcel in- 
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terest, taxes, and any other expenditures shown to have been made 
and subtracting therefrom whatever the carrier had received for 
the portion sold. This result is not accurate, and in some cases the 
increase in value of the noncarrier portion between the date of 
acquisition and of sale has been such that the original cost of the 
carrier part is nothing, but the figure so reached does represent the 
money cost to the carrier as the result of the entire transaction. 

Where the noncarrier part is still retained by the carrier, the aC' 
countant docs not ordinarily attempt to distribute the original cost 
but reports the cost of both carrier and noncarricr treated as one 
parcel; that is, he divides all lands into three classes— 

(1) Carrier lands; that is, those where the entire parcel is used for 
carrier purposes. 

(2) Noncarrier lands, where the entire parcel is noncarrier. 

(3) Parcels of which a portion is carrier and a portion noncarrier. 

The original cost of each class is shown. Ordinarily the third 

class is not large, but is sometimes considerable. This method has 
the advantage of reporting the exact fact, so that the figures given 
are exaetly what they purport to be. 

The consideration in the deed docs not always represent the 
amount paid for the land. It frequently happens that a nominal 
consideration is recited while an actual consideration is paid, and 
sometimes, although seldom, the consideration named exceeds the 
actual amount. The rule adoj)ted is to disregard the consideration 
named in the deed and report the actual consideration when this 
can be ascertained either from the books of the carrier or from any 
other source. If there is nothing to show that the actual considera¬ 
tion differs from the recital, then the amount named in the deed is 
accepted as the actual consideration. 

The Commission’s accountants in their reports distinguish, how¬ 
ever, between those cases in which the actual consideration is known 
and those in which it is presumed from the reeital of the deed. The 
tentative valuation shows as donations all lands conveyed for a nomi¬ 
nal consideration as above, but by looking into the report of the 
accountants it can be determined just what portion of the donations 
were so conveyed. It has been felt that it was highly im- 
321 portant in all matters of original cost to report facts and not 
presumptions or estimates. Where it has been necessary to 
include a presumption in the final summary, it has been the en¬ 
deavor to show at some previous stage to what extent the presump¬ 
tion has been made. 

It sometimes happens that the carrier obtains its right of way 
upon some other consideration than the mere payment of money. 
It may, for example, contract with a farmer to provide a cattle pass 
or an overhead crossing, or a municipality may accord the right of 
use in its streets upon condition that the carrier shall construct 
viaducts. In all these cases the cost to the carrier is treated as part 
of the cost of its right of way where the expense would have bcen^ 
carried into Account No. 2 in the construction of the road, and is 
not so included in those instances where such expense would have 
been distributed among the other accounts. 
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2. Present value .—Present value as reported by the Commission 
is nearly synonymous with market value. What is done is to ascer¬ 
tain the number of acres of carrier land, to determine the market 
value of similar land adjoining or in the immediate vicinity per 
acre, and to apply that price to the number of acres. If the land 
has any special value for railroad purposes that is also taken into 
account. 

For the purpose of determining this present value the Commission 
sends into the field its land appraisers, who make a personal inspec¬ 
tion of the property and ascertain certain facts which bear upon the 
value. The right of way is fii*st divided into zones, and each zone 
contains lands of substantially similar character and value. Every 
zone is continuous from one end to the otlier. The appraiser having 
laid out his zone next proceeds to determine the market value of ad¬ 
joining and adjacent lands. For tliis purpose he collects all recent 
sales which he can find of similar lands in the immediate vicinity. 
He also ascertains the assessed value of such lands and finally takes 
the opinion of different classes of well-informed persons as to such 
value. From a consideration of nil these sources of information he 
determines the unit or market value. 

The work of the land appraiser involves an inspection of the 
land to be valued. In some instances where desert lands are under 
appraisement which have either little or no value, and where one 
mile is like every other mile, an inspection has been made from a 
moving train, but in nearly all instances tlie appraiser walks over 
the land to be valued and spends a considerable amount of time 
in inspecting similar lands, in identifying those lands for which 
he can obtain sales and assessments, and generally in forming an 
opinion of the value. Where the land under appraisal is 
322 city land and of considerable value, a great amount of time 
is often expended, particularly in the obtaining of sales and 
assessments. 

Chartered municipalities having a popidation of over 2,500 are 
treated as cities, and all lands within such limits are reported as 
urban. All other lands are reported as rural. 

3. Excess of orifjinal cost over market valve at time of acquh^i- 
tion .—No attempt is made to show this excess, for the reason that 
the Commission has felt it to bo ])iaclically impossible to do so. 
The report of the accountant indicates those parcels which have been 
donated and those which have becai purchased. Frerjuently several 
lots are embraced in a single deed for a single eonsidenition. With 
respect to such parcels it is possible to give aeeurately the original 
cost of the whole but not of the iiulividual parcel. 

There arc many instances where the amount paid the land owner 
for the parcel is known, but there are certain general costs consider¬ 
able in amount incident upon procuring the right of way which can 
not be allocated to individual jurcels. It is difficult, therefore, to 
give the exact original cost of any one parcel, although such cost of 
the entire right of wav can be statc<l with accuraev. 

To show excess of original cost over market value it would there- 
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fore be necessary to take each individual parcel and show with re¬ 
spect to it the fair market value of the land, combining the results 
into an aggregate and comparing this with original cost as shown by 
the records. This was actually attempted in one or two instances 
and it was made evident from that experience that the result could 
not be relied upon. To do that with respect to every parcel would 
involve an enormous amount of work without any beneficial result 
so far as we could see. The Commission has therefore felt justified 
in treating as practically impossible a compliance with this require¬ 
ment of the statute. 

4. The cost of acquiring at the present time the right-of-way lands 
of a carrier in excess of the acreage value .—This sum is not reported 
for the reason that in the opinion of the Commission an attempt to 
report it would be practically impossible. 

As interpreted by the carriers, the Commission is required to take 
every individual parcel which the carrier must acquire if its road 
were obliterated and the right of way were to be repurchased, and 
to determine the cost of acquiring the right of way across that parcel 
in addition to the base or acreage value of the land used. This 
would be equivalent to what is done by a railroad in originally pro¬ 
curing its right of way and would involve a consideration of all those 
elements which determine the amount of the damages. The use of 
the parcel, the extent to which that use would be interfered with, its 
value before and after tliat railroad has been constructed, 
323 and the almost numberless considerations which enter into 
the determination of that question must be considered. An 
inspection and a study of each individual parcel must be made which 
of necessity would be more minute and exhaustive than the study 
which is made in determining the acreage value. 

In answer to the objection that this kind of an appraisal would 
be in the matter of time and expense prohibitive, the presidents’ 
conference committee, representing all the principal carriers in the 
United States, attempted to show the Commission how it should be 
done. The road selected was the Texas Midland, about 112 miles 
in length. Two men were selected who had no special knowledge 
of lands along this railroad, who were stationed upon the rear end 
of a passenger coach and provided with a map showing the parcels 
as they were originally acquired. The train proceeded at its ordinary 
rate over the length of the line. From this inspection these gentle¬ 
men undertook to slate parcel by parcel the excess cost of acquisi¬ 
tion and the damages. A computation showed tliat less than one 
minute could have been devoted by them to the inspection and 
determination of these excess costs and damages as to each parcel. 
The proposition that the Commission could make a report under any 
such method as this is too fantastic for serious discussion. 

If the Commission is to report this fact and if its report is to be 
of any value when made, it must ascertain the fact by a detailed 
analysis of the damages in case of each parcel. The present force of 
the Commission is not qualified without further instruction, to do 
that work in a satisfactory way. Estimates have been made of the 
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additional cost, but they arc not reliable. It can only be said that 
the expense of our land work would l>e very largely increased. 

It should be noted among other things that these values are to bo 
reported as of the present time. Tlie location and extent of the 
parcels must be considered, therefore, not as they existed when tho 
railroad was built, but as thev exist to-dav. In case of older roads 
there have been ver\’ important changes in the size and frequently 
in the use of these parcels, so that the hrst requisite would be a re- 
survey of the road and an accurate determination of the parcels to 
be condemned. This of itself would involve a large outlay on the 
part of either the railroad or the government. 

The real infirmity, however, of any report of this character lies in 
the fact that it would not express the fact but would of necessity be 
utterly misleading. Tho real question is as to the cost to a particular 
railroad of procuring its right of way at the present time if it were 
obliterated and were obliged to reacquire its operative lands. The 
answer to this question depends upon considerations and elements 
which the Commission can by no possibility determine with accu¬ 
racy, and for this reason the question itself can not be an¬ 
swered. 

324 When the railroads of this countrv were constructed, con- 
siderable portions of their right of way were donated. If a 
railroad were to be built to-day, a considerable portion of that right 
of way would be again donated. The amount of such donations 
would depend entirely upon the location of tlie railroad and the gen¬ 
eral attitude of the section through which it was to be located toward 
tho project. The communities to be served might so desire the con¬ 
struction of tlie road as to be willing, by way of inducement, to 
donate the entire right of way. Upon the other hand, it has been 
found, in cases of new construction, that in some instances the 
building of the road has been op]iosed by landowners who have in¬ 
sisted upon tho last penny. To determine, therefore, what amounts 
would bo donated and what must be acquired by purchase or con¬ 
demnation is utterly impossible. 

But, assuming that all lands must be purchased or condemned, an 
entirely unwarranted a.ssumption, very much still depends upon the 
attitude of the community, upon the character of the real estate 
agent who negotiates for the property, and upon many other things 
which can not be known or estimated. It is altogether impossible to 
say, even after the most careful consideration, what it would cost to 
reacquire this right of way. Of course a figure could be named, but 
that figure, for all practical puriioses of valuation, would be mean¬ 
ingless. 

It can not be denied that frequently the cost to a railroad of ac¬ 
quiring its right of way with respect to parcels which must be ]nir- 
chased materially exceeds the acreage value of the land taken. Pre¬ 
viously to the decision of the Supreme Court in the ^linncsota Pate 
Cases it seems to have been understood bv manv commissions and 
valuatoi’s that the proper method of determining the present value 
of the operative lands of a carrier was to inquire what it would cost 
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to acquire those lands upon the basis of present prices. For the pur¬ 
pose of determining the excess of such cost over acreage value many 
studies were made of pieces of construction where the known cost 
could be compared with the acreage value, and from these investi¬ 
gations were deduced percentages which varied for rural right of 
way from 150 to 300 per cent, being less in case of city lands. 

It would be possible for the Commission to investigate along these 
same lines and to report something in the nature of an average per¬ 
centage, but such a figure would be of little or no significance as ap¬ 
plied to individual railroads, and would be tantamount only to a 
general statement that there is such additional element of cost which 
usually falls within certain limits. The Commission has not felt that 
this would satisfy the requirement of the statute, and has be- 
325 lieved, as already stated, that it was practically impossible to 
report the fact called for. 

Since the enactment of the valuation act the Supreme Court of 
the United States has decided the Minnesota Rate Cases, and that 
decision apparently would render immaterial the finding asked for 
even if it could be made. 

Two views were carncstlv contended for before the court in those 
cases. It was urged by the state that the proper measure of the 
value of the right of way of a railroad was original cost. It was in¬ 
sisted that these lands had been taken by leave of the government 
under the power of eminent domain, and that if the carrier was 
allowed all it had originally pai<l but nothing for the unearned in¬ 
crement, that was strictly just. This view was rejected by the court, 
which hold that the carrier was entitled to the value of these operative 
lands at the time. 

The carriers contended that the proper measure of the value of 
their carrier lands was what it would cost to acquire those lands at 
the present time under present prices. This contention was also ex¬ 
plicitly rejected \y the court, which declared that while cost of re¬ 
production as aj>]»lied in a reasonable way to certain parts of the 
plant of a railroad might be helpful in determining its value, it was 
utterly out of place as applied to lands. 

An examination of the opinion of the court indicates that a real 
objection to the use of the reproduction method in determining the 
value of lands lay in the fact that by that method the carrier wa.s 
given the benefit not only of the increase in the value of these lands 
but in addition a multiple of that increase. A simple statement illus¬ 
trates this fact. Assume that Road A was constructed 10 years ago 
and that the cost of actpiiring its right of way was twice the acreage 
value. Let it be further assumed that the acreage value of its lands 
at the time of dedication to public use was $25 per acre, and that 
today this has increased to $50 per acre. Plainly, the original cost to • 
this carrier was $50 per acre and the cost of acquisition to-day would 
be $100 per acre. The landowner adjacent to the right of way bene¬ 
fits by $25 ]^er acre, while the carrier benefits by $50 per acre. 

It can not be questioned that the mle of the court would deny up 
to a certain point to the carrier any benefit from increase in the 
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value of its lands. That would be so in the illustration above cited. 
Not until the increase in acreage value had come to equal the original 
cost to the carrier would the carrier get the advantage of the un¬ 
earned increment. To give the carrier the exact benefit of any in¬ 
crease in the value of its lands it would be necessary to know the 
difference between the original cost and the acreage value at 
326 time of acquisition and to add that sum to the present acre¬ 
age value; but tliis fact in the majority of cases can not be 
ascertained. 

It should be still further noted that in some cases the increase in 
acreage value has not been sufficient, so that the present value equals 
the original cost, and it is urged that in such case under the rule of 
the Commission the carrier would be required to accept as the value 
of its lands a sum less than it had actually expended in acquiring 
them. 

The Commission reports in all cases the present acreage value of 
the lands; those lands which have been donated; the original cost 
of those lands which were purchased. In cases where the original 
cost is greater than the present value the Commission will inquire 
whether there has been a decline in the value of lands and whether 
there is anything to indicate an unnecessiiry or unwarranted expendi¬ 
ture of money in the acquisition of the right of way. It is believed 
that these facts are all that can be required to determine the fair 
value of the operative lands of the carrier at the date of valuation. 

Streets and Highways. 

Several questions are presented in case of the occupation of streets 
and highways by carriers for carrier purposes. 

1. It frequently happens that a railroad is in exclusive possession 
of what was at one time a street or allev. This usuallv results from 

4 . 4 / 

some arnmgement between the munici})alily and the carrier under 
which the municipality passes an ordinance vacating the street or 
alley; that is, discontinuing the public use of the same and giving to 
the carrier the solo and exclusive use. The carrier upon its part 
usually does something in consideration for this grant, like the open¬ 
ing of a new street, the building of a viaduct, etc. 

Ordinarily the munieipality has no title to the land over which a 
street or alley is located. Upon the abandonment of the use of the 
street or alley the land reveils to the original owner. In such case 
the municipality has no title which it could convey to the railroad, 
since its only right is one of use which terminates when the use 
ceases. Still, cases are found upon almost every railroad where the 
carrier can exhibit no other title to this land than the ordinance of 
the municipality. In some instances it has acquired title to the ad¬ 
joining lands and has therefore become the f)wner to which the land 
occupied as a street reverts, but this is by no means an invariable con¬ 
dition. The Commission has felt that in all cases where the carrier 
is in the actual and exclusive possession of property formerly occu¬ 
pied as a street, and is using the same as a ])ai1 of its operative prop¬ 
erty, it should be credited with the same as tliougli owned by it, unless 
it affirmatively appears that the carrier is not the owner. 
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327 2. Most questions as to streets and highways arise where 

there is a joint occupation by the public and the carrier. 
The longitudinal occupation of the street, while not perhaps in es¬ 
sence different from the crossing proper, presents a somewhat dif¬ 
ferent question and may be first considered. 

A municipality by ordinance often permits a railroad company 
to lay and maintain its tracks along a public street. These tracks arc 
sometimes carried over the street, but are usually placed upon it at 
grade. The public uses tlie entire street, including that portion oc¬ 
cupied by the tracks of the railroad. Under these circumstances the 
carrier insists that that portion of the street which is actually occu¬ 
pied by its tracks—that is, the portion between the rails and for a 
distance on eitlier side of each rail—is land owned or used by it; that 
the area of this land should be comiiuted and its value determined. 
The Commission has not accepted this view. It has assumed that if 
the road were to bo reproduced to-day the same arrangement would 
be made with the muncipality which was in fact made. If under 
that arrangement the carrier pays anything for the privilege, it is 
allowed that amount; if it paj’s nothing, nothing is allowed. 

The carrier contends that it uses certain defined land, but in fact 
the grant carries with it no land or the right to use any specific 
land. The municipality has no land in which it could grant any 
such interest. The privilege is strictly analogous to the franchise 
right of telephone, electric light, and gas companies to maintain 
poles, wires, gas mains, etc., along the public street. 

Whether such franchise rights are an element of value upon wdiich 
the carrier is entitled to eai’n a return has been the subject of much 
controversy before the courts. The present trend of authority seems 
to be decidedly in favor of the jiroposilion that such a privilege can 
not be made the basis for earnings beyond the amount which has 
been paid for the same. If the government takes away the privi¬ 
lege it must compensate the carrier for its damages resulting from 
the loss, but so long as the privilege is continued it can not be made 
an element of value u])on which the carrier is entitled to a return. 
When the public grants to the carrier the right to maintain its tracks 
along a public street it in essence assists the carrier to that extent 
in the discharge of its public duty. Certainly the public ought not 
to be taxed by reason of and in ju’oportion to the assistance extended. 

It may be further noted that if the privilege were to he taken away 
from the carrier by the government the value of the land oex^upied 
by the tracks of the carrier would in no sense be the measure of its 
damages. 

In some states, and perhaps in most states, the laying of a railroad 
track under municipal authority imposes additional servitude 
3*28 upon the property occupied by the highway for which dam¬ 
ages may be demanded by abutting landowners. To the ex¬ 
tent that such damages have been in fact paid they are added to the 
amount paid the municipality. 

3. The crossing of streets and highways by railroads differs from 
the longitudinal occupation in that the carrier sometimes owns the 
fee of the land occupied in common. This is not generally so in 
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CRse of city crossings. The lot is usually bounded by the street. 
The number of square feet in the lot embraces no part of the street. 
If the railroad buys such lot in securing its right of way it docs not 
thereby acquire any interest in the street upon which it abuts. Tlie 
right to cross must be granted liy municipal ordinance and this ordi¬ 
nance docs not purport to convey land or an interest in land. 

It might happen that the carrier owned the land before it was 
plotted, in which event the title would still rest in the carrier pro¬ 
vided it had a title in fee, which it sometimes has and sometimes has 
not. But the laying out of a street through a parcel of land usually 
enchances the value of the remaining land by more than the acreage 
of the street; that is, the lots will sell for more after the street is es¬ 
tablished than the whole parcel would have sold for before. Since 
the present value of railroad lands is determined by the value of 
adjacent and adjoining lands, it follows that the enhanced value 
of these abutting lots wlien applied to the lands of the railroad which 
are not included in the street is more than the value of the entire 
land before the street was laid out. 

The question presented by tlie country" highway crossing is not 
equally clear. In many states the title of the land only goes to the 
center of the highway. If the railroad buys a right of way through 
a parcel and takes title in fee, it owns that part of the land under¬ 
lying the highway which is used by it and the public in common. 
It may also happen that the highway has been laid out over the rail¬ 
road in wiiich event the railroad would own either the use or the 
fee in the parcel of land used in common. 

Ordinarily a railroad can not take under the right of eminent do¬ 
main a fee to the land; it secures merely the right of use, and when 
the use terminates the land reverts to the original owner. In some 
states a railroad corporation can not take by deed a right more ex¬ 
tensive than it could acquire by eminent doniain, but in most states it 
may acquire by deed title in fee. The right of way of the earner 
.^metimes consists partly of lands held in fee but usually of lands 
in which the carrier has merely the right of use. In ouV work no 
distinction is attempted between title in fee and right of use, all 
operative lands being treated as though owned in fee. 

329 If a railroad purchases the right of way across a parcel of 
land, it docs not necessarily thereby obtain the right to cross 
a public highway which has been laid out through that land even 
though it may in theory take title to the land which underlies the 
highway. It can only obtain the rigid to use the public highway 
bv some sort of statutorv^ authority. 

%/ Cl. 

It is also true that the laying out of the highway adds to the value 
of adjacent and adjoining lands, although not perhaps in the same 
direct and invariable manner as does tlie laying out of a street. To 
the extent tliat adjacent lands where benelited, the carrier has that 
benefit in the valuation of its lands. 

As a practical matter it is imposj5ible to consMor cveiw street 
crossing and country-highway crossing by it.«elf. Some general rule 
must be adopted. If the carrier is treated as the owner in fee of 
all of its operative land.s, and if it is credited with the full value of 
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exclusively occupied land included in vacated streets except when it 
aflirmatively appears that it is not the owner, is credited with land 
jointly used with the public in highways outside of municipalities 
unless the carrier’s lack of ownership aflirmatively appears, and if no 
part of streets in municipalities used jointly with the public is in¬ 
cluded unless the carrier’s ownership is made to appear affirmatively, 
practical justice will be done. Such is the rule which the Commis¬ 
sion has approved. 

Rights in Lands. 

Carriers frequently enjoy for operative purposes rights in land 
of which they have neither the ownership nor the exclusive use. 
E.xamples are the right to take water from a spring, to maintain 
jnpes through which the water is conducted to the right of way of 
the carrier, the right to maintain a tunnel underneath lands the sur¬ 
face of which is used by the owner. These rights divide themselves 
into two general classes, those in the public domain and those in 
private lands. 

1. Rights in the public domain .—By public domain is meant not 
lands whicli are owned by the public, but rather those lands which 
can not be reduced to private ownership. Of this the best and most 
frequent illustration is afforded by navigable Wald’S and riparian 
rights in the same. Such waters belong to the public and can not 
be granted to private individuals, although the privilege of using the 
same may be accorded to private parties. Riparian rights sometimes 
can and sometimes can not be reduced to private ownei’ship. 

Rights of this kind are treated like the right to use streets jointly 
with the public; that is, the report shows what has been paid 
for the privilege and nothing more. The reasons which have 
330 led to the adoj^tion of this rule are substantially the same as 
those already stated with resj^ect to the joint occupation of a 
public highway. The privilege of use accorded by the superior 
authority is analogous to a franchise and should be treated in the 
same manner. 

2. Rights in private lands .—By private lands are meant all those 
lands, including waters, which can be reduced to private ownership. 
Lands owned by a state or a muncipality which could be sold and 
conveyed would be regarded as private lands. Such rights are 
appraised at their present value irrespective of the cost to the carrier. 

The Accounting Section. 

The Commission’s aecountants deal with the records of the carrier, 
and the report of that section embraces ever\*thing called for by the 
act which is derived from an examination of the books of account 
and other records and documents. Among the subjects handled one 
of the most important is original cost to date. 
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Original Cost to Date. 

The paragraph of the valuation act entitled “First” provides that 
the Commission “sliall ascertain and report in detail as to each piece 
of property owned or used by such common carrier for its purj^oses 
as a common carrier, the original cost to date, * * 

As the act is interpreted by tlie Commission original cost is a fact, 
to be determined from the best evidence available in each case. The 
cost of reproduction new is of necessity an estimate, for the prop¬ 
erty never will be reproduced in fact and the exact cx^k'H^ of re¬ 
producing it can not, therefore, be known. Depreciation is neces¬ 
sarily an estimate, for there is no way in which the exact amount of 
deterioration can be known. But tlicsc properties have been actu¬ 
ally produced in the past and their production has cost a given 
amount of money. Original cost can, where the records suflice there¬ 
for, be exactly known, and it is in that sense that these words are 
understood by the Commission. 

Investigation shows that original cost is frequently, indeed almost 
invariably, more or less than a fair average cost. ^Many causes 
contribute to this result. Poor judgment may luivc been used in the 
planning and the executing of the project; accidents may have inter¬ 
vened; an unusually wet season may very much increase the cost of 
certain construction work; there may have been extravagance or even 
dishonesty; and all this would inereiise the expense above normal. 
Upon the other hand, all conditions may have been extremely favor¬ 
able, and in consequence the work may have cost less than a 
331 fair average. The Commission in its report does not inquire 
what the work ought to have cost. 

This fact is ordinarily ascertained from an examination of the 

4 / 

books and records of the carriers, but other sources of information 
may be resorted to provided they indicate the fact. For example, 
the available records of contractors that built the pro[)erty arc ex¬ 
amined; records of reorganization committees and syndicates are 
studied; reports of state and federal bodies and the records of court 
j)roccedings arc reviewed. In some instances valuable information 
lias been ascertained from authentic publications dealing with tho 
early histoi’y of the property. This course is pui’sued only in cases 
where the records of the carrier are missing or deficient with respect 
to the expenditures for property. The search is for the best evidence 
of cost. If the fact can not be determined within reasonable limits 
of accuracy, from evidence which cames with it a fair degree of 
certitude, the Commission so reports. 

It sometimes happens, usually in case of equipment or of lands, 
that the major part of the cost is known, l)ut that some betterment in 
case of equipment or some additional expense in case of land can not 
be located. In the case of equipment it is possible to ascertain the 
cost «as a rule. In some cases the cost of betterments can not be as¬ 
certained. In the case of lands more difiiculties are encountered. 
The records of land costs are frequently incomplete and it is neces¬ 
sary to resort to the deeds of conveyance to ascertain the record of 
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such costs. In cases of this kind the Commission reports the cost as 
far as it can be ascertained, indicating as far as practicable what the 
original cost as reported covers and what is lacking. 

The valuation act requires that original cost shall be reported in 
detail as to each piece of property. This requirement applies also to 
cost of reproduction new, and in our discussion of the \vork of the 
engineering section the meaning given to tliis phrase was stated. 
The detail enij)loyed in sliowing cost of reproduction new is usually 
the commercial unit. The number of yards of grading, the number 
of pounds of steel in a bridge are given for each valuation section. 
It has not been found possible to observe the same detail in showing 
original cost for the reason that the accounts of the carriers have been 
so kept that while they may show the total eost, they do not distribute 
it by units of this kind. It also frequently happens that the original 
eost itvself per unit is not at all uniform. For example, the grading 
upon a particular valuation section may have been done under differ¬ 
ent eontracts, eaeh one of which would name a different price. Ordi¬ 
narily the Commission states one price for one kind of grading upon 
an entire valuation section. 


832 After considerable investigation the primary account has 
been selected as the unit ))y which original cost should bo 
shown, and it is believed that ordinarily this is sufficient for every 


j)ractical |)ur])osc. M'hen, tliercfore, original eost to that degree of 
detail can be ascertained from the ])Ooks and records of the carrier or 


from any other source, it is stated by primary accounts. When this 
can be done the information is given by valuation sections and our 
valuation sc'ctions are established with a view to showing original 
cost wlieii that is possible. If it cannot be shown by valuation sec¬ 
tions but can be shown in some more comprehensive manner, as, 
for example, in the summary of the whole, that is done. In some 
cases the original cost which is shown by jirimary accounts is further 
distributed to the structural unit. When that can be done tho.se 


facts are so reported. 

It sometimes happens that original cost can be shown in this detail 
for some valuation sections but not for the entire line, and whenever 
this is ])ossible it is done. Of this the San Pedro, Los Angeles & Salt 
Lake Kailroa«l furni.shes a good illustration. The two tenninals of 
this road, one at Salt Lake City and tlie other at Los Angeles, were 
made up of old properties with respect to which original cost could 
not be shown, but the line connecting the two was of comparatively 
recent construction, the records of which were in fairly good condi¬ 
tion. Here the valuation sections were distributed with particular 
reference to original cost and the Commission was able to show the 
primary accounts for all this portion of the road. 

"When it is not possible to state the original cost by valuation sec¬ 
tions, and the Commission can only state it divided between land, 
equipment, and other costs, it is so reported. 

The report of the accountants contains many details of original 
cost, especially as applied to individual structures, while buildings 
and bridges of considerable importance which are not referred to in 
the tentative report nor in the tentative valuation are often shown i^ 
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detail. Whoever, therefore, i5 particularly interested in this subject 
must look into the report of the accounting section just as he who 
would know the detail of cost of reproduction and of depreciation 
must consult the report of the engineers. 

It should be noted that the original cost to date reported by the 
Commission is not always the actual cost of the unit now in existence. 
The accounting rules of the Commission with respect to certain pri¬ 
mary accounts in case of replacement take no account of differences 
in cost between the thing when replaced and the thing which is re¬ 
placed. Consider the tic as an illustration. Let it be assumed that 
the tie now in place is exactly similar in every respect to the tie 
which was originally installed 25 years ago. That tie cost 50 cents; 

the present tie cost $1; nevcrihclcss, the original cost of the 
333 present tic as carried upon the books of the carrier and in its 
investment account is 50 cents, which is reported as the 
original cost. The cost of placing the tie is carried in Account 12, 
tracklaying and surfacing, which is entirely a labor account. Evi¬ 
dently if the cost of labor has increased the expense of placing the 
present tic exceeds the expense of placing the original tie, Init this 
difference in expense is not reflected in Account 12, and it docs not 
therefore appear in our report of original cost. Other of the pri¬ 
mary accounts are affected in the same wav to a greater or less ex- 
tent. If the purpose is to show what the existing article has cost the 
stockholders of the company, then the method observed is correct, 
since the difference between the price originally paid and the present 
price has been charged to operating expenses. 

The act, as already noted, calls for original cost of each piece 
of proix?rty in detail. In response to this reiiuirement, the unit of 
property is first identified and the atteni[)t is made to locate the cost 
of that unit. It was finallv determined, as already stated, to disrc- 
gard the individual units and report by primary accounts, tlius 
treating all property of that class as one unit. Lnder tliis proccduro 
the accountant begins with the property and allocates the cost when 
j)ossible. Owing to the manner in which the accounts of railroads 
were kept down to about 1907, it is ditlicult to make this distribution 
of expenditures even by primary accounts. 

What can be done and is done in case of lands appears in the dis¬ 
cussion of the work of the land section. 

For equipment, original cost per unit—tliat is, per car or per en¬ 
gine—can usually be shown where the age of the unit is not too 
great. Each article of equipment can usually be dissociatc<l from 
everything else and treated by itself, and therefore where the ad¬ 
ditions and changes have not been extensive the original cost as a 
rule can be shown with exactness. 

With respect to the road accounts there have been continual 
changes involving additions and retirements, but maintaining in 
many cases the same general structure, which renders the showing 
of original cost extremely difficult. 

It is possible to approach this problem from a different angle. In¬ 
stead of inquiring what particular pieces of property cost, the Com¬ 
mission may state what has been the total investment in the property 
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now in being. The Commission’s accountants have usually ap¬ 
proached the problem from this angle in case of older properties, 
with more satisfactory results. In showing this kind of original cost 
the accountant endeavors to determine the source from which the 
money is derived. It may have been paid in for tlie issue of securi¬ 
ties or upon some other consideration; it may have come from 
334 the earnings of the property by appropriating income which 
might otherwise have been divided as dividends; additions 
and betterments have often been paid for out of revenues. When¬ 
ever the records of the carrier clearly show that a given amount has 
actually gone into the purchase of property and the source from 
which this was derived, our report indicates both the amount and 
the source. 

Generally it is possible to know with reasonable accuracy the total 
amount which has been invested in the development of the enter¬ 
prise. This, however, mav have been expended for property which 
is not now in existence anct docs not, therefore, represent the original 
cost of the property in being. To obtain this result proper deduc¬ 
tion must be made on account of retirements. Whenever the fact of 
the retirement can be located from the records of the carrier and the 
cost can be determined it is deducted, but in many cases this can not 
be done. It will lie seen, therefore, that this figure will represent be¬ 
fore retirements have been written out the total investment in the 
enterprise; that is, the amount of money which has gone in and no 
part of which has been taken out as money. When the proper re¬ 
tirements have been made the result is the original cost of the prop¬ 
erty in existence, assuming those retirements to have been all identi¬ 
fied and the original cost jiroperly determined. It is believed that 
this figure is of great value, but it must not be understood that it 
precisely re})reseiits original cost, for it does not. 

Aids, Gifts, Grants, and Donations. 

Large contributions have been made both by public authority and 
from private sources in aid of the construction of our railroads. The 
act requires an investigation and report upon this subject, which is 
mainly handled by the accounting section. 

Each carrier is required to file a return of its lands showing among 
other things, with respect to each parcel, the consideration paid. 
This return is verified by the accountant who examines the books 
and records of the carrier, not only for the purpose of ascertaining 
whether the facts stated in the return are supported, but also what 
other facts may be disclosed. With respect to most carriers dona¬ 
tions of land are in this way known with substantial accuracy, al¬ 
though in case of the older roads, especially in the south, where the 
records were destroyed during the Civil War, it is frequently im¬ 
possible to obtain the information. 

Carriers are also required to file a return showing all aids other • 
than land. The books and records of the carrier are examined by 
the accountant in the light of this return and whatever they disclose 
is developed and reported. 
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335 State commissions have been requested to cooperate in this 
behalf and several of them have rendered valuable assistance. 
By these various means many, perhaps most, of the donations by 
public authority and private individuals are ascertained and re¬ 
ported, but considerable still remains. To discover this would in¬ 
volve investigation of outside sources of information attended by 
much expense if made at all exhaustive and it has been felt that this 
would not be justified. 

Land grants are treated as a separate proposition, the report eov- 
ering the total grant, the amount received from lands already sold, 
and the value of those remaining unsold. This last value is neces¬ 
sarily an estimate. 

Corporate History. 


In the development of the railroad systems of this country there 
have been numerous consolidations, reorganizations, leases, etc. The 
Boston & Maine system, for cxamj)le, which comprises less than 
2,500 miles, involves 107 corporations. The act requires an investi¬ 
gation and rejKirt as to this corporate history. 

This subject is dealt with by the accounting section. The <late of 
organization of each corporation, what property was constructed by 
it, what became of that property, and of the corporation itself is 
recited. The re])ort of the accountant gives a complete picture of 
the corporate growth of the system from the beginning down to the 
date of valuation. 

In the same connection a full statement is made of all issues of 
stocks and bonds by each corporation, together with an account of 
the consideration either in money or in property which was j)aid for 
the same. The means resorted to by the carrier for the ])roviding 
of its funds, the amounts paid in the way of discounts, and, indeed, 
everything connected with the financial history is fully shown. 

It will be seen that the accountant develops whatever facts are 
contained in the records of the carrier and it is believed that the facts 
thus developed are of great significance in exhibiting what may be 
termed the financial equities of each ease. 


Reasons for the Diircrenecs Between Values. 


By the act the Commission is required to report not only an 
analvsis of the methods bv which the several cost values are olitained 
but also the reasons for their diflerences, if any. From what has 
been stated in this analysis of method, it must be clear that the 
reasons for the differences in amount between the various 
336 cost values reported, i. e.. the original cost to date, the cost 
of reproduction new, and the cost of reproduction less de- 
j)reciation, are to be found in the essential differences in the nature 
of the inquiries which must be made in order to ascertain each of 
those cost values, respectively, based as they arc and must be on 
varying assumptions, attended by varying conditions in which the 
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actual and the hypothetical are contrasted, and affected by fluctua¬ 
tions and trends in the prices of labor and materials. 

337 Note to Appendix 3. 

Engineering Boai’d Memorandum No. 226 (as Revised November 

6, 1915). 

Subject: Depreciation of Road and Equipment Property. 

The board is of the opinion that the principles contained in the 
following definitions should govern in determining the depreciation 
of physical property used for common-carrier pur^ioses: 

(1) Depreciation is the lessening in worth of physical property 
due to use or other causes. 

(2) Labor depreciates with the items of property of which it is a 
part. 

(3) Service-condition per cent is the ratio between remaining 
capacity for service and total capacity for service in each cycle of 
use. 

(4) Depreciation shall be determined by a consideration of ob¬ 
servations of actual conditions of the property and mortality statistics 
of similar property in like use applied where practicable on the 
straight-line basis. 

(o) Salvage is the net value which an article possesses for carrier 
pur])oscs other than that for which the article was originally used. 

(0) Scraj) is the net market value which an article possesses after 
its service for carrier purposes has been exhausted. 

(7) Normal life shall be estimated average total service life under 
ordinary conditions. 

When depreciating property under the several accounts, the fol¬ 
lowing general rules shall apj)ly: 

(а) Ordinarily, service-condition per cent shall be the ratio 
between the remaining service life and the total service life. AVhen 
the depreciation of an item of jjropcrty is based upon the weighted 
average of the parts, the service condition of each part shall be deter¬ 
mined by this ratio. 

(б) When a normal life for a particular item of property has 
been prescribed for use in determining depreciation, that life must 
not be departed from unless an investigation of the records of the 
carrier or actual inspection in the field, or the two combined, war¬ 
rant such departure. In no case shall a remaining service life of 
an item of property be taken at more than the j^rescribed normal 
life. 

(c) When no normal life is prescribed, the total ser\'icc life and 
remaining service life shall be determined from observation of actual 
conditions and the examination of records and data from reliable 
sources. 

(d) Salvage and scrap w*ill be allowed in cases w'here such values 
actually exist. Whether allowance shall be made in a given case 
for salvage or scrap shall be left to the discretion of the member of 
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the engineering board. If an allowance is made, this fact shall in 
all cases be stated upon the pricing sheet, even though at the time 
the amount of the allowance can not be given. 

(e) The service-condition per cent as stated in the field record by 
the field man shall be subject to revision and final fixing by the 
member of the engineering board or his staff subordinates. The 
service-condition per cent fixed in the field is assumed to be simply 
the statement of a fact. 

Account 1. Engineering. 

A small portion of the expenditure for engineering is connected 
with property which depreciates. In view of the fact that the larger 
portion is expended on location surveys, grading, and other 
338 property which docs not de]>rcciate, and tliat the accounting 
records have been so kejU in the past as to make it imprac¬ 
ticable to segregate that jwrtion of the expenditure which 
depreciates, the service-condition per cent of the account shall be 
considered at 100. 

Account 3. Grading. 

No allowance shall be made for aj^preciation or dct)reciation, as 
such, to excavation and embankment ]>ay quantities of grading. 
Other property such as breakwaters, bulkheading, retaining walls, 
and similar items constructed of perishable materials shall be 
depreciated. 

Account 5. Tunnels and Subwavs. 

The excavation of tunnels and subways, including backfilling, 
shall not be depreciated. Concrete and other masonry shall be given 
a normal life of 100 vears. 

Account 6. Bridges, Trestles, and Culverts. 

(a) Metal bridges shall be given a normal service life of 70 years, 
provided that the loads for which they were designed arc not now 
being exceeded. 

(d) Masonry culverts shall be given a normal service life of 100 
years. 

(c) Cast-iron culvert pipe shall be given a normal service life of 
80 years, and other iron or steel pipe a normal service life of 30 
years. 

(d) Vitrified and concrete culvert pipe shall be given a normal 
service life of 50 years. 

(e) Masonry piers and abutments shall be given a normal service 
life of 100 vears. 

4/ 

Account 7. Elevated Structures. 

Depreciate on the same basis as Account 6. 


UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 


333 


Account 8. Ties. 

Where tho track has reached such. a condition that the tie re¬ 
newals arc uniform in quantity and quality from year to year the 
service condition shall be considered as 50 per cent. The average 
life of ties shall be determined by a study of the carrier records of 
tie renewals supplemented by a consideration of field observations. 

Account 9. Rails. 

Rails shall be considered as having two cycles of life, viz., new to 
relay and relay to scrap. Each cycle shall be considered separately 
and have a range of service-condition per cent of 100. The first 
cycle for a particular carrier shall be determined by a study of its 
rail renewals and the rail renewals of other carriers in the vicinity 
having similar traffic conditions. This cycle may vary upon differ¬ 
ent divisions of the same carrier where traffic conditions are different. 
A net salvage value shall be allowed for rails at the end of the first 
cycle equal to the price of relay rail at carriers nearest material yard, 
less cost of bringing same from point where renewed. 

The second cycle shall be considered as having a normal life of 50 
years. 

When in depreciating relay rail the date rclaid can not be ascer¬ 
tained from records the same shall be estimated from the best 
available data. Where rail was laid new in sidetracks and will be 
used in tliis service until it becomes scrap it shall be given a normal 
life of 75 years. Where the annual rail renewals in yards have 
become uniform in quantity and quality a service condition of 50 
per cent may be used. 

A net price shall be assigned to scrap rail based upon the price 
of scrap at the carrier's nearest material yard, less cost of bringing 
same from point where renewed. The weight of relay and scrap rail 
shall be assumed to be the same as that of new rail. 

339 Account 10. Other Track Material. 

(a) Splice bars shall be depreciated in cycles on the same basis as 
the rail with which they are used. 

(b) Bolts shall be depreciated from new to scrap during each- 
cycle of the rail with which they are used. 

(c) Spikes shall be depreciated on the same basis as the ties with 
which they are used. 

(d) Where average annual renewals of frogs and switches are 
uniform and conditions warrant, they may be depreciated on a 50 
per cent basis. 

(e) All other track material for this account shall be depreciated 
from new to scrap during each cycle of the rail. 

Account 11. Ballast. 

Ballast shall be depreciated according to the general rules. 
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Account 12. Track Laying and Surfacing. 

Track laying and surfacing jshall be depreciated with the materials 
composing the track included under Accounts 8, 9, 10, and 11. The 
depreciation shall be determined on the basis of the depreciation 
w’eighted according to the labor costs assignable to the materials of 
the several accounts. 

Account 13. Right-oMVay Fences. 

Kight-of-way fences shall be dcpreciatetl under the general rules. 

Account 14. Snow and Sand Fences and Snowsheds. 

Property under this account shall be depreciated according to the 
general rules. 

Account 15. Crossings and Signs. 

Property under this account shall bo depreciated according to the 
general niles. The normal life of materials stated under Account G 
shall be applied to culverts and bridges. 

Account IG. Station and Ofhee Buildings. 

Timber structures shall lx? given a normal service life of 50 years 
and masonrv structures 100 vears, suitablv modified where observa- 
tion shows principal parts are new or in need of renewal. 

Account 17. Roadway Buildings. 

Roadway buildings shall be depreciated as in Account IG. 

Account 18. Water Stations. 

Account 19. Fuel Stations. 

Account 20. Shops and Enginehouses. 

Account 21. Grain Elevators. 

Account 22. Storage Warehouses. 

Account 23. Wharves and Docks. 

Account 24. Coal and Ore Wliarve.^. 

Account 25. Gas Producing Plant.x. 

Property under these accounts shall be depreciated in accordance 
with the general rules. 

Account 2G. Telegraph and Telephone Lines. 

Iron wire shall be given a normal service life of 50 years and cop¬ 
per a normal service life of 100 years. Other property shall be de¬ 
preciated according to the general rules. 

340 Account 27. Signals and Interlockers. 

Account 28. Power Dams, Canals, and Pipe Lines. 

Account 29. Power-Plant Buildings. 

Account 30. Power Substation Buildings. 
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Account 31. Power-Transmission Systems. 

Account 32. Power-Distribution Systems. 

Account 33. Power Line Poles and Fixtures. 

Account 34. Underground Conduits. 

Account 35. Miscellaneous Structures. 

Account 36. Paving. 

Account 37. Roadway Machines. 

Account 38. Roadway Small Tools. 

Account 44. Shop Machinery. 

Account 45. Power-Plant Machinery. 

Account 46. Power Substation Apparatus. 

Property coming under these accounts shall be depreciated under 
the general rules. 

Account 51. Steam Locomotives. 

Steam locomotives shall be depreciated according to the general 
rules. 

The percentage finally established as representing the present serv¬ 
ice condition of each locomotive shall be the weighted average of the 
assigned condition per cent of the following principal parts: 

Engine: (a) Boiler; (h) underframe; (c) running gear. 
Tender: (a) Trucks; (b) underframe; (c) tank. 

Account 52. Other Locomotives. 

L'se the same rules as set forth under Account 51. 

Account 53. Freight-Train Cars. 

Freight-train cars shall be depreciated according to the general 
rules. 

A service condition shall be established for each series of cars, 
which shall be the weighted average of those cars of the scries actually 
inspected. Not less than 10 per cent of the cars of each series shall 
be inspected for condition, and a larger percentage where a series 
contains a small number of cars, or if the cars in a series vary greatly 
in condition. 

The service-condition per cent established for each car inspected 
shall be the weighted average of the service-condition per cent as¬ 
signed to the following principal parts of tlie car: 

(a) Body, (6) underframe, and (c) trucks. 

Account 54. Passenger-Train Cars. 

Passenger-train cars shall be depreciated according to the general 
rules. 

Each passenger-train car shall be separately inspected to determine 
service condition, following the same general rules as set forth under 
Account 53. 

Account 55. Motor Equipment of Cars. 

Account 56. Floating Equipment. 
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Account 57. Work Equipment. 

Account 58. Miscellaneous Equipment. 

Property coming under these accounts shall be depreciated in ac¬ 
cordance with the general rules. 

341 Exhibit 3 to Petition. 

Filed October 25, 1922. 

Appendix A. 

Kansas City Southern Railway Company, Valuation Docket No. 4. 
Statement of Methods Pursued in Developing Excess Cost of Lands. 

In meeting the requirement of paragraph entitled Second of Sec¬ 
tion 19 (a) of the Interstate Commerce Act to report tlie present 
cost of condemnation and damages or of purchase in excess of 
present value we attempt to show what the expense to a caiTier 
would be of ac(iuiring its common-carrier lands upon the date of 
valuation, on the assumption that it did not possess those lands, 
but was obliged to ol4ain them through purchase or condemnation 
at the value of similar lands in the vicinity, on that date. 

It is evident tliat the ligure reported can be only an estimate 
since the amount which wouldd actually be paid would depend to 
a considerable extent upon circumstances and conditions which 
can not be definitely described. If a community is eager for the 
construction of a railroad the right of way can bet obtained at a 
much lower ligure than as though the building of the road is op¬ 
posed by that community. So too the attitude of the carrier might 
exercise a considerable influence upon the amount of money ex¬ 
pended in the acquisition of its lands. It is also apparent that if 
the railroad did not exist the present value of lands adjoin 

342 ing and adjacent to the railroad would not exist. The man¬ 
agement of one railroad might deem it for its advantage 

to pay liberally, thus cultivating the good graces of the community, 
while another might deem it better business to force many cases 
into court thereby obtaining a better price where purchases were 
made. In our estimate no allowance whatever is made for any¬ 
thing of this character. We necessarily assume average conditions 
of all kinds, and we further assume that all lands are i)aid for. 

One method by which this excess cost of acquisition might l)e 
shown would bo to take each individual parcel and attem]>t to esti¬ 
mate how much the carrier would be compelled to pay the land 
owner by way of severance damages or in addition to the acreage 
value of the land. This would involve an e.xamination of each 
parcel and a consideration of the various elements affecting those 
damages. In many cases testimony would be introduced. It would 
in effect be a proceeding in condemnation to determine what the 
carrier should pay. Manifestly this method can not as a practical 
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matter be resorted to. It would require years of time and millions 
of dollars in expenditure to bring the work to a completion in that 
way. 

So far as possible our prices have been determined with reference 
to actual transactions. The unit prices which we apply to our in¬ 
ventory in showing cost of reproduction are developed from a great 
number of actual prices paid by the carriers for the same class of 
work and material. In fixing the present value of lands more at¬ 
tention is paid to actual sales than to any other one factor. So it 
was felt here that if possible some method should be developed 
which w’ould be based upon actual transactions. 

The severance damages paid by a carrier to the land owner 

343 in one individual case would not be a reliable guide as to 
wliat would be paid or sliould be paid in all other cases 

of a similar character; but the thing aimed at is the same, in every 
similar case the rules of law applicable are identical and while 
human inclination or human judgment may go astray in indi¬ 
vidual instances still taken as a whole what has actually happened 
in the payment of these damages is the best guide w’e can obtain. 
While a single instance is not reliable if it is possible to find a great 
many instances and put those instances together in the form of 
an average that average will express the fact more accurately than 
any sort of an estimate. This is the general theory upon which 
this work has been developed. 

First the lands of the carrier are divided into classes known as 
types. There is one type for city property of a certain kind, a 
second for city property of another kind, a third for farming land, 
a fourth type for wood land, etc., etc. The type may depend upon 
the shape of the parcel and the manner in wdiich it is crossed by 
the road of the carrier. 

Having determined these types we proceed to find actual cases 
corresponding to each type. These instances are obtained for the 
most part from earners other than the one under consideration. We 
know with respect to each one of these actual transactions what 
amount paid by the carrier to the land owner was. We ordinarily 
know the present value which is the value which we ourselves de¬ 
termine and report. In some instances where the transaction is 
somewhat remote and where there is reason to suppose that the 
present value may have varied betwen the date of the trans- 

344 action and the determination of our present value a present 
value as of the date of the transaction is ascertained by the 

same methods as in our ordinary land work. This, however, is 
very unusual since our instances are taken from transactions occur¬ 
ring not to exceed ten years from the date of valuation. 

Having selected these transactions which fit a particular type we 
carefully examine each one of them for the purpose of determining 
whether it is apparently in all respects normal. If it appears to be 
abnormal it is rejected. 

It will be noted that in case of each transaction we know the 
present value and also the amount actually paid by the carrier to 
the land owner. By subtracting the present value from the total 
22—3962a 
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amount paid the land owner we find the excess cost in each case 
and proceed to determine the ratio betwen such excess cost and 
present value. The result is known as the mutiple of that indi¬ 
vidual case. All the multiples of a given kind are now combined 
into a weighted average and this average is treated as the multiple 
of that type. The multiple so determined is compared with mul¬ 
tiples in other parts of the country. 

When multiples have been determined for all the types into 
which the land of a given carrier falls the process of determining 
the excess cost consists of combining all parcels of a certain type, 
determining present value of those parcels in the aggregate and 
applying to that present value the multiple determined. When 
this has been done as to all the types it affords the basis for the 
estimate now’ made of the total amount of excess cost. 

It frequently happens that a cai’rier is credited in our land report 
with the amount actually paid by it in securing the right 

345 to use a public street or some portion of the public domain. 
No multiple would be applied to the sum so stated since 

the carrier is allowed only the amount actually expended and w’e 
assume that the price charged by the municipality if this right to 
be re-acquired w’ould be the same that it originally w’as. 

It is also evident that there w’ould be certain expenses connected 
with the acquisition of these lands aside from the amount of money 
paid to the land ow’ner and these are designated in our report as in¬ 
cidental expenses. They are made up of the fees and expenses of 
attorneys, right of way agents, etc., etc., together with cost of re¬ 
cording deeds, making maps and such like. The amount is small 
in comparison with the total cost. In determining the incidental 
expenses upon a particular carrier the expenses of a similar character 
upon that same carrier actually incurred w’hen the road w’as con¬ 
structed are examined if known. Similar expenses upon other roads 
are also examined and from all this an estimate is made of w^hat the 
expenses w’ould be upon the road under consideration. So far it 
has not been deemed proper to compile a percentage for the purpose 
of determining those expenses since they w’ould vary upon different 
carriers according to the character of the right of w’ay, the number 
of parcels and many other incidents. 

If now W’e combine the excess cost paid to the land owmer as here¬ 
inbefore stated and the incidental expenses incurred by the carrier 
in the acquiring of its lands w’e shall have the total excess cost. This 
figure is show’n in our report as the excess cost of acquisition. In the 
column immediately following this is show’n the percent which the 
excess cost of acquisition beai-s to present value. 

It is evident that this would show^ the excess cost to the 

346 carrier of acquiring its lands but the carrier insists that the 
figure show’n by us should contain something beyond this. 

It is well known that one of the first expenses in the actual construc¬ 
tion of a railroad is for its right of w’ay lands and these lands de¬ 
velop no earning pow^r and therefore yield no return on the invest¬ 
ment until the road is finished and finally opened for operation. 
The carriers therefore insist that they should be allow’ed interest on 
their expenditure for lands from the time it is made until the 
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money begins to earn from operation. However, this has been com¬ 
pensated for by basing the estimate on present value of land, rather 
than the value as of the time the lands would be acquired under the 
hypothetical reproduction theory. Further, while many of these 
lands would be purchased before construction actually begins others 
would not be, and many parcels would not be paid for until con¬ 
struction had ended. 

The carrier would also pay certain taxes which would vary from 
nothing at all in some states where lines under construction are 
specifically exempted from taxation or where the gross receipts from 
operation are taxed, to other states where quite a substantial sum 
might be exacted iif the period of construction were considerable. 
The taxes assessed, in practice, are levied upon lands, and for the 
same reasons that interest on the cost of acquisition of lands during 
the construction period is not consonant with the estimate here made, 
none is made for taxes during the construction period in this con¬ 
nection. 

Exhibit 4 to Petition. 

347 Filed October 25, 1922. 

Before the Interstate Commerce Commission. 

Valuation Docket No. 121. 

67096. 

Pine Bluff Arkansas River Railway. 

Valuation Docket No. 129. 

Shreveport Bridge & Terminal Company. 

Valuation Docket No. 132. 

St. Louis Southwestern Railway Company of Texas; Stephenville 

North & South Railway Company. 

Valuation Docket No. 136. 

Dallas Terminal Railway & Union Depot Company. 
Valuation Docket No. 142. 

St. Louis Southwestern Railway Company; Gray’s Point Terminal 
Railway Company; Paragould Southeastern Railway Company; 
Central Arkansas & Southern Railway Company. 

348 Exhibit 4 to Petition. 

Filed October 25, 1922. 

Motion for Inspection of Records, Subpoena Duces Tecum, and for 
Additional Hearings at St. Louis, Missouri, and Dallas, Texas. 

In the above-entitled cause come the Pine Bluff Arkansas River 
Railway, the Shreveport Bridge and Terminal Company, the St. 



340 UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 

Louis Southwestern Railway Company of Texas, the Stephenville 
North and South Railway Company, the Dallas Terminal Railway 
and Union Depot Company, the St. Louis Southwestern Railway 
Company, the Gray’s Point Terminal Railway Company, the Para- 
gould Southeastern Railway Company, and the Central Arkansas 
and Southern Railway Company, who are hereinafter jointly desig¬ 
nated the petitioners, and respectfully show unto the Commission 
as follows: 

(1) The tentative valuations served herein are based upon certain 
underlying data now in the possession of the Bureau of Valuation, 
to wit, the original field notes, cost data, copies of contracts, records 
of construction costs, opinions, sales, assessments and other data, 
reports, records and compilations of the land, accounting and en¬ 
gineering sections, which data petitioners have been denied the right 
to examine. 

Petitioners are informed, verily believe and charge that said data 
is material to the issues herein and constitutes evidence in support 
of their protests filed herein, and that an inspection and ex- 

349 amination of the same will enable them to show at tlie trial 
that the aforesaid tentative valuations are wholly eiToneous 

and without basis in law or in fact, and that the said tentative valua¬ 
tions should be set aside and held for naught. 

The Act to Regulate Commerce expressly provides that “unless 
otherwise ordered bv the Commission with the reasons therefor, the 
records and data of the Commission shall be open to the inspection 
and examination of the public.” No such order has been entered 
with respect to the foregoing data, nor can the Commission lawfully 
make an order withholding from the petitioners the facts and data 
upon which the tentative valuation of their property has been made, 
w’hatever order may be made as to the public. 

The denial of petitioners’ right to such examination and inspection 
is an unlawful usurpation and abuse of authority, constituting an in¬ 
fringement of their property rights. 

(2) Petitioners further show that the above-entitled proceedings 
have been set down for hearing at Washington, D. C., September 2fi, 
1922, and petitioners have been officially informed that no hearing in 
said proceedings will be held at any place except Washington, D. C. 
In order to correct the crude, biased and erroneous land appraisal 
of the Bureau of Valuation, and to show the true value of such lands, 
it will be necessary to produce nearly 200 witnesses residing in the 
respective communities along the lines of their railroads. These 
witnesses have varied and important business interests and it would 

impose a severe hardship upon them to compel them to leave 

350 their businesses and homes to attend a hearing at Washing¬ 
ton. Petitioners would also be put to a large and unneces¬ 
sary expense in bringing such a number of witnesses for such a 
distance. 

To refuse to set these proceedings down for hearing at a point 
convenient for the attendance of these witnesses is in effect a 
deprivation of petitioners’ right to that hearing which the Com- 
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mission is required to give them before deciding the issues herein 
involved. 

Wherefore, petitioners jointly and severally pray: 

(1) That the Commission make and enter an order permitting 
the carriers to examine all aforesaid data, reports, compilations and 
records of the Bureau of Valuation upon which said tentative valua¬ 
tions are based or which in any way relate thereto, and to afford 
them reasonable opportunity to make copies, written and photo¬ 
graphic, of the same; 

(2) That the Commission issue a subpoena duces tecum to the 
following named officers and employes of the Bureau of Valuation, 
commanding them to appear and give testimony at the hearing to 
be held at Washington, D. C., on September 26, 1922, as aforesaid, 
bringing with them all of the above described data, reports, com¬ 
pilations, records and memoranda, and all other data and compila¬ 
tions in any way relating to the matters in issue, to wit: 

C. F. Staples, P. J. Farrell, C. W. Needham, F. H. Jones, T. P. 
Artaud, Andrew Wiley, and such of their subordinates as have per¬ 
sonal knowledge of the data above described. 

(3) That the Commission enter an order setting down the above 
proceedings for hearing at St. Louis, Missouri, and Dallas, 

351 Texas, at some time subsequent to the hearing on September 
26 at Washington, D. C. 

Respectfully submitted, 

DANIEL UPTHEGROVE, 

E. B. PERKINS, 

J. R. TURNEY, 

Attorneys for the Above-named Petitioners. 

352 Rule to Show Cause. 

Filed October 25, 1922. 

Upon the annexed petition of the St. Louis Southwestern Railway 
Company, verified by its General Solicitor, J. R. Turney, on the 
25th day of October, 1922, 

It is ordered that the above named respondents, Interstate Com¬ 
merce Commission of the United States, George B. McGinty, Charles 
J'. Staples, Charles W. Needham, Howard M. Jones, Theodore P. 
Artaud, Andrew Wiley, show cause at a session of this court to be 
held in the Court House of the Supreme Court of the District of 
Columbia in the City of Washington, on or before the 25th day of 
November, 1922, at 10 o’clock in the forenoon of that day or as 
soon thereafter as counsel can be heard why an order should not be 
entered herein granting a peremptory writ of mandamus requiring 
the respondents to forthwith pennit the relator and its authorized 
agent to examine the underlying data, contracts, reports, compila¬ 
tions and records of the Bureau of Valuation upon which said valua¬ 
tions of relator’s property are based or which are in any way related 
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thereto, at all reasonable times and under reasonable restrictions and 
safeguards, to afford relator and its authorized agents and employees 
reasonable oppornity to make copies, written and photographic, of 
the same, and to issue a subpoena duces tecum to the following named 
persons, commanding them to appear and give testimony at the hear¬ 
ings to ^ e had upon relator's protest against the tentative valuation 
of its properties made by said respondent. Interstate Commerce 

353 Commission at Washington, District of Columbia, bringing 
with them all of the a’ ove-described underlying data, reports, 

compilations, records, and memoranda in any way relating to the 
matters in issue in said proceeding to determine the value of relator’s 
property, to-wit: Howard M. Jones, Theodore P. Artaud, Andrew 
Wiley, Charles F. Staples, and Charles W. Needham. 

And respondent is further required to show cause at said time 
and place why in case this court shall refuse such peremptory writ 
an order should not be granted directing that an alternative writ 
issue requiring and directing the said respondent to perform the 
aforesaid act or to show cause before this court at such time as may 
be fixed by this court why a peremptory writ of mandamus should 
not issue to that effect. 

Sufficient reason appearing therefor, let service of this order be 
had on the respondent on or before the 26th day of October, 1922. 

WILLIAM HITZ, 

Justice of the Supreme Court of 

the District of Columbia. 

MarshaVs Return. 

Ser\'ed a copy of the within rule on Interstate Commerce Com. of 
U. S. by Chas. F. Staples, Asst. Director, personally, 10-31-22. 

E. C. SNYDER, 

JJ. S. Marshal. 

K. 

354 Motion to Dismiss. 

Filed November 16, 1922. 

Now comes the Interstate Commerce Commission, George B. Mc- 
Ginty, Charles F. Staples, Charles W. Needham, Howard M. Jones, 
Theodore P. Artaud and James M. Willey, Jr., erroneously named 
‘‘Andrew Wiley” in the petition, respondents in the above entitled 
case, and move the court to dismiss the petition in said case upon 
the grounds that— 

1. The petition does not contain statements or allegations of fact 
which entitle the relator to the relief or any of the relief prayed 
for by it in and by said petition. 
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2. The petition does not contain statements or allegations of fact 
which show or tend to show either that the respondents have or that 
any of them has done any act in conflict with or in violation of any 
legal right or any other right of the relator, or that respondents have 
or that any of them has failed or refused to perform any duty im¬ 
posed by law. 

3. The petition does not contain statements or allegations of fact 
which show or tend to show that the respondent Interstate Commerce 
Commission has refused to issue subpoenas requiring said other re¬ 
spondents to appear at a hearing before said Commission and tes¬ 
tify concerning the valuation of the property of relator refen’ed to 

in said petition. 

355 4. The statements and allegations of fact contained in the 
petition show conclusively that the sole purpose of the peti¬ 
tion is to obtain from this court an order suspending and setting 
aside an order made by said Commission under the authority con¬ 
ferred upon it by the interstate commerce act, particularly section 
19a thereof, over which this court has no jurisdiction and over which 
the District Courts of the United States have exclusive original juris¬ 
diction, under the Urgent Deficiency Appropriations Act of October 
22, 1913, 38 Stat. L., 219-220. 

5. The motion referred to as Exhibit 4 in the petition is entirely 
general in character, and in said motion no particular record or par¬ 
ticular datum is mentioned, specified, or designated. 

P. J. FARRELL, 

For Each of and All the Respondents. 

Opinion of Court. 

Filed January 3, 1923. 

This case arises out of the act of Congress, of March 1, 1913, 
commonly known as the Valuation Act, under the terms and pro¬ 
visions whereof the Interstate Commerce Commission, as alleged in 
the petition filed herein, has made and filed its tentative valuation 
and report of the value of all property owned or used by relator. 

The petition also alleges that the Interstate Commerce Commission 
has also filed its tentative valuations and reports in respect of 

356 the Texas Midland Railroad and the Kansas City Southern 
Railway Company, (each and all of said valuations and re¬ 
ports being made exhibits to the petition.) 

The petition further alleges that, within the time, and in the 
manner and form required by law, the relator filed its protest against 
said tentative valuation, in which it excepted and protested against 
certain findings therein contained. It is further alleged that the 
findings contained in said tentative valuation are based upon certain 
underlying data, gathered and compiled by the officers and em¬ 
ployees of the Bureau of Valuation; that the relator can only test 
the soundness or correctness of said tentative findings upon the afore- 
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said underlying data, and which underlying data is voluminous and 
comprises several thousand pages of records, papers, etc.; that the 
relator has demanded access to the aforesaid underlying data for the 
purpose of testing and verifying the same, which demand the Inter¬ 
state Commerce Commission ht\s denied. It is further alleged that 
the underlying data aforesaid are public records and material to 
the issues contained in said valuation proceeding. 

The petition prays for the issuance of a peremptory writ of man¬ 
damus, commanding the respondents to permit relator to examine 
the aforesaid underlying data, contracts, reports, compilations and 
records of the Bureau of Valuation, upon which said valuations of 
relator’s property are based, or which are in any way related 

357 thereto, with reasonable opportunity to be afforded to make 
copies thereof, written and i)hotographic; as well, also, to 

direct the Inteistate Commerce Commission to issue a subpoena duces 
tecum to divers named officers and employees of the Bureau of Val¬ 
uation, of the Interstate Commerce Commission, commanding them 
to appear and testify at hearing to be had upon relator’s protest 
against the tentative valuation of its property, aforesaid, and to bring 
with them all of the above described underlying data, reports, records 
and memoranda and all other data and compilations in any way re¬ 
lating to the mattei*s in issue in said proceeding, etc. 

Motion has been interposed by respondents to dismiss the petition, 
the several grounds of which need not here be separately stated, but 
the general allegation therein is that the petition does not contain 
statements or allegations of fact which entitle the relator to the 
relief therein prayed, or to any relief in the premises. 

The case has been ably presented by counsel representing the 
respective parties to the cause, both orally and in printed briefs; all 
of which arguments have been carefully considered by the court. 

For present purposes, it will probably suffice to say that the ques¬ 
tion involved is a most important one, the determination thereof 
reaching, in necessary effect, not only to the relator in the instant 
case, but to a vast number of other railroads similarly situated, 
either now or hereafter as tentative valuations may be made, and it 
may be supposed that the parties here in interest will desire 

358 the decision of the court of last resort to which the question 
may be taken, and that the present application to this court 

is but a necessary preliminary step in the procedure. 

For the reasons stated, this court does not deem it necessary to do 
more than announce its conclusion, which is, that it is the judgment 
of the court that the motion to dismiss should be granted. 

If the relator should conclude to stand upon its petition, in order 
to speed the cause, judgment may be entered herein for the de¬ 
fendant, and dismissing the petition at the cost of the petitioner. 

Let appropriate order be entered herein sustaining the motion of 
respondents to dismiss the petition, and such further order there¬ 
after as may be or become appropriate, as hereinabove stated. 

A. A. HOEHLING, 

Justice. 


January 3, 1923. 
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Supreme Court of the District of Columbia. 

Thursday, January 4th, 1923. 

Session resumed pursuant to adjournment, Hon. A. A. Hoehling, 
Justice, presiding. 

Come now the parties hereto by their respective attorneys of rec¬ 
ord, and thereupon this cause heretofore submitted to the Court upon 
the petition and exhibits and the motion filed to dismiss said 
359 petition having been considered, it is ordered that said mo¬ 
tion be, and is hereby granted. 

Thereupon, the petitioner by its attorney elects to stand upon its 
petition. Wherefore, it is considered that the petition herein be, 
and the same is hereby dismissed, that petitioner take nothing by 
this suit, that respondents go hence without day and recover of 
petitioner their costs of defense to be taxed by the clerk and have 
execution thereof. 

From the foregoing judgment the petitioner by its said attorney, 
in open court, notes an appeal to the Court of Appeals; whereupon, 
the maximum of an undertaking for costs is hereby fixed in the sum 
of One Hundred Dollars. 


Memorandum. 

January 15, 1923. Undertaking on Appeal to Court of Appeals 
approved and filed. 

Assignments of Error. 

Filed January 15, 1923. 

The St. Louis Southwestern Railway Company, Petitioner and 
Relator herein, in connection with its petition for a writ of error, 
makes the following assignment of errors, which it avers oc- 
360 curred upon the trial of this cause, to-wit: 

(1) Tlie Court erred in holding and deciding that the 
petition did not contain statements or allegations of fact sufficient 
to constitute a cause of action against Respondents or to entitle Re¬ 
lator to the relief prayed in its petition or to any relief in the prem¬ 
ises. 

(2) That the Court erred in granting and sustaining the motion 
made by counsel for Defendants in Error that the Court dismiss 
Relator’s petition for a writ of mandamus herein. 

(3) That the Court erred in entering an order dismissing Rela¬ 
tor’s petition for a writ of mandamus. 

23—3962a 
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(4) That the Court erred in renderin.^ judgment against the 
relator imon the sustaining of the Motion to Dismiss of Respondents. 

(5) That the Court rendered judgment against Relator, whereas 
the judgment ought to have been rendered in favor of Relator and 
against the Respondents, 

(6) That the Court erred in oven’uling and denying Relator’s 
petition for the issuance of a peremptory writ of mandamus com¬ 
manding and directing the Respondents to forthwith permit Relator 
and its lawfully authorized agents to examine the underlying data, 
contracts, reports, compilations and records of the Bureau of Valua¬ 
tion as desenbed in Relator’s petition, and upon which the tentative 
valuation of Relators propeiiy are based, or which are in any way re¬ 
lated thereto, all as set out in Relator’s petition, and at all reasonable 

times and under reasonable restrictions and safeguards to af- 

361 ford Relator and its authorized agents and employees reason¬ 
able opportunity to make copies, written and photographic, 

of the same. 

(7) That the Court erred in denying Relator’s petition and in 
refusing to grant an order for the issuance of an alternative writ of 
mandamus commanding Respondents to appear before the Court on 
some day to be named in said writ and show cause, if any there he, 
why a peremptory writ of mandamus should not issue requiring the 
Respondents to forthwith permit Relator and its lawfully authorized 
agents to examine the underlying data, contracts, reports, compila¬ 
tions and records of the Bureau of A’'alnation as described in Rela¬ 
tor’s petition, and upon which the tentative valuation of Relator’s 
property are based, or which are in any way related thereto, all as 
set out ip Relator’s petition, and at all reasonable times and under 
reasonable restrictions and safeguards to afford Relator and its 
authorized agents and emplovees reasonable opportunity to make 
copies, written and photographic, of the same. 

(8) That the Court erred in denving Relator’s petition, and in 
declining to issue an order for the issuance of a peremptory writ of 
mandamus, commanding and directing the Respondents. intei*state 
Commerce Commission, to issue a sithpccna duces tecum, to the follow¬ 
ing named officers, employees of the Bureau of Valuation of the 
Interstate Comrnercc Commission, commanding them to appear and 

give testimonv at the hearing to l)e had upon Relator’s pro- 

362 test against the Tentative \ aluation of its [)ropertv. at Wash¬ 
ington, D. C.. all as desenbed in the petition, to-wit: Howard 

M. Jones. Theodore P. Artaud, James :M. ‘AVillev, Jr., Charles F. 
Staples. Charles W. Needham. 

Tkat the Court erred in denying Relator’s petition ami in 
declining to make and enter an order for the issuance of an alter¬ 
native writ of mandamus commanding and directing the Rosnondent, 
Interstate Commerce Commission to appear before the Court on 
some day to be named in said writ and show cause, if any there be, 
whv a peremptor>^ writ of mandamus should not issue requiring the 
said respondent to issue a subpccnci duces tecum to the following offi¬ 
cers, employees of the Bureau of Valuation of the Interstate Com- 
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merce Commission, commanding them to appear and give testimony 
at the hearing to be had upon Relator’s protest against the Tenta¬ 
tive Valuation of its property, at AVashington, D. C., all as described 
in the petition, to-wit: Howard M. Jones, Theodore P. Artaud, 
James M. Willey, Jr., Charles F. Staples, Charles W. Needham. 

Wherefore, the Relator, St. Louis Southwestern Railway Com¬ 
pany, prays that the judgment of the Supreme Court of the District 
of Columbia may be reversed. 

J. R. TURNEY, 

CHARLES D. DRAYTON, 

Attorneys for Relator, 


363 Designation of Record. 

Filed January 15, 1923. 

4: 4c ♦ ♦ * ♦ 

The Clerk will please include in the record on appeal the following: 

1. Original petition and exhibits 1 to 4, inclusive, thereto attached. 

2. Rule to show cause. 

3. Motion to dismiss petition. 

4. Opinion of Court Filed January 3, 1923. 

5. Order sustaining motion to dismiss petition and judgment for 
respondent. 

6. Memorandum as to filing of bond. 

7. Assignment of envoi’s. 

8. This order. 

J. R. TURNEY, 

CHARLES D. DRAYTON, 

Of Counsel for Relator. 

364 Supreme Court of the District of Columbia. 

United States of America, 

District of Columbia, ss: 

I, Morgan H. Beach, Clerk of the Supreme Court of the District 
of Columbia, hereby certify the foregoing pages numbered from 1 
to 363, both inclusive, to be a true and correct transcript of the 
record, according to directions of counsel herein filed, copy of which 
is rnade part of this transcript, in cause No. 67096 at Law, wherein 
United States of America, at the Relation of the St. Louis South¬ 
western Railway Company is Relator and Intei*state Commerce Com¬ 
mission of the United States, et al. are Respondents, as the same re¬ 
mains upon the files and of record in said Court. 



348 UNITED STATES OF AMERICA, ETC., VS. I. C. C. ET AL. 

In testimony whereof, I hereunto subscribe my name and affix 
the seal of said Court, at the City of Washington, in said District, 
this 16th day of February, 1923. 

[Seal of the Supreme Court of the District of Columbia.] 

MORGxVN H. BEACH, 

, : Clerk. 

Endorsed on cover: District of Columbia Supreme Court. No. 
3962. United States of America at the relation of the St. Louis 
Southwestern Railway Co., appellant, vs. Interstate Commerce Com¬ 
mission et al. Court of Appeals, District of Columbia. Filed Feb. 
19, 1923. Henry W. Hodges, Clerk. 
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In the Court of Appeals of the District of 

Columbia. 


United States of America, at 
the relation of the St. Louis 
Southwestern Railway Com¬ 
pany, appellant, 

V, 

Interstate Commerce Commis^- 
sion of the United States et al., 
appellees. 

BRIEF FOB APPELLEES. 


STATEMENT. 

On October 9, 1922, the Interstate Commerce Com¬ 
mission, one of the above named appellees, herein¬ 
after called the Commission, made and entered an 
order applicable generally to all common carriers 
subject to the interstate commerce act. The order 
is in words and figures as follows, namely: 

At a general session of the Interstate Com¬ 
merce Commission, held at its office in Wash¬ 
ington, D. C., on the 9th day of October, A. D. 
1922. 

In the matter of the request of carriers for 
permission to inspect records and data of the 
Bureau of Valuation. 

Whereas the Commission has before it the 
request of certain carriers to be permitted to 

• ( 1 ) 


No. 3962-15, 

•• Special Calendar, 
April Term. 
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examine and make copies, written and photo¬ 
graphic, of the original field notes, cost data, 
copies of contracts, records of construction 
costs, opinions, sales, assessments and other 
data, reports, records, and compilations of the 
land, accounting and engineering sections of 
the Bureau of Valuation, and the Commission 
having considered fully the representations 
of the carriers relative thereto, the brief sub¬ 
mitted in support thereof, the character of the 
records and data in question, and the neces¬ 
sities of the Commission’s valuation work; 

It appearing that the opening of certain 
records and data of the Bureau of Valuation 
to inspection and examination by other than 
employees of the Commission unless and until 
they shall have been offered in evidence in 
hearings before the Commission upon protests 
against the tentative valuations of carriers’ 
properties, or before a court of competent 
jurisdiction, would be detrimental to the 
public interest; would make it impossible for 
the Commission to secure as reliable and unin¬ 
fluenced opinions as to land values and price 
and cost information as it can otherwise 
secure; would unnecessarily prolong the work 
and greatly increase the expense thereof; and 
would seriously interfere with due perform¬ 
ance of the regular duties of the Commis¬ 
sion’s employees; 

It is ordered that, until the further order of 
the Commission, office or field notations and 
memoranda in the Bureau of Valuation, and 
opinions or correspondence from or to any 
branch or employee thereof; land field notes; 
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land computation sheets; cost information 
secured from manufacturers, dealers, con¬ 
tractors, private parties, or carriers other than 
the carriers making the application for per¬ 
mission to inspect; cost studies and cost 
analyses prepared by the employees of the 
Bureau of Valuation, shall not be open for 
inspection by other than employees of the 
Commission unless and until offered in evi¬ 
dence either in a valuation hearing under the 
provisions of section 19a of the interstate 
commerce act or in a court- of competent 
jurisdiction. 

By the Commission. 

[seal.] George B. McGinty, 

Secretary, 

(Rec. 7-8.) 

Thereafter, on October 25, 1922, appellant filed 
in the Supreme Court of the District of Columbia 
the petition herein, the prayer of which reads as 
follows: 

Relator therefore prays that your honor 
grant an order for the issuance of a per¬ 
emptory writ of mandamus, commanding and 
directing the respondents to forthwith permit 
relator and its lawfully authorized agents to 
examine the aforesaid underlying data, con¬ 
tracts, reports, compilations, and records of 
the Bureau of Valuation upon which said 
valuations of relator’s property are based or 
which are in any way related thereto at all 
reasonable times and under reasonable re¬ 
strictions and safeguards to afford relator 
and its authorized agents and employees 
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reasonable opportunity to make copies, written 
and photographic, of the same, and directing 
the respondent. Interstate Commerce Com¬ 
mission, further to issue a subpoena duces 
tecum to the following-named officers, em¬ 
ployees of the Bureau of Valuation of the 
Interstate Commerce Commission, command¬ 
ing them to appear and give testimony at 
hearing to be had upon relator’s protest 
against the tentative valuation of its property 
at Washington, D. C., as aforesaid, bringing 
with them all of the above described under¬ 
lying data, reports, compilations, records, 
and memoranda, and all other data and com¬ 
pilations in any way relating to the matters 
in issue in said proceeding, to wit, Howard M. 
Jones, Theodore P. Artaud, Andrew Wiley, 
[James M. Willey, jr.], Charles F. Staples, and 
Charles W. Needham, or if the court be not 
minded to issue its peremptory writ, then for 
an alternative writ conmianding respondents 
to appear before the court on some day to be 
named in said writ and show cause, if any 
there be, why a peremptory writ of mandamus 
should not issue requiring the respondents to 
perform said acts, and for such other and 
further order and relief as it may be entitled 
to in the premises. This is the first applica¬ 
tion for writ of mandamus in this cause. 
(Rec. 9-10.) 

After hearing, including oral arguments, in the 
Supreme Court of the District, upon the petition and 
exhibits, and a motion to dismiss which had been 
filed on behalf of the respondents (appellees herein), 
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the court sustained the motion and ordered the entry 
of a judgment dismissing the petition, whereupon 
appellant took an appeal to this court. (Rec. 345.) 

ARGUMENT. 

I. 

APPELLANT IS ASKING THE COURT TO EXERCISE JURIS¬ 
DICTION IN CONNECTION WITH A SUBJECT MATTER OVER 
WHICH THE DISTRICT COURTS OF THE UNITED STATES 
HAVE EXCLUSIVE ORIGINAL JURISDICTION. 

Aside from the prayer thereof, the petition herein 
consists of 25 paragraphs, which may be summarized 
as follows: In paragraphs 1 and 2 the parties to this 
proceeding are described. Paragraphs 3 to 20, inclu¬ 
sive, relate to a tentative valuation of the property 
of appellant and appendices referred to therein, a pro¬ 
test against said tentative valuation filed in the office 
of the Commission by appellant, a hearing on said 
protest assigned by the Commission and afterwards 
canceled, the Commission’s said order of October 9, 
and a motion relating to the records and data covered 
by said order, which was filed in the office of the 
Commission by appellant on July 20, 1922. Para¬ 
graphs 21 to 25, inclusive, contain statements and 
allegations which are apparently made for the pur¬ 
pose of supporting appellant’s conclusion, included in 
paragraph 21, that said order of October 9 is unlawful 
and void. 

It is therefore clear, we submit, that the real pur¬ 
pose of this proceeding is to secure action by the court 
which will result in annulling and setting aside the 
Commission’s said order of October 9, 1922, which 
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was made by the Commission in accordance with au¬ 
thority conferred upon it by the interstate commerce 
act, particularly section 19a thereof, paragraph (e) of 
which reads as follows: 

Every common carrier subject to the pro¬ 
visions of this act shall furnish to the Com¬ 
mission or its agents from time to time and 
as the Commission may require maps, profiles, 
contracts, reports of engineers, and any other 
documents, records, and papers, or copies of 
anv or all of the same in aid of such investi- 
gation and determination of the value of the 
property of said common carrier, and shall 
grant to all agents of the Commission free 
access to its right of way, its property, and 
its accounts, records, and memoranda when¬ 
ever and wherever requested by any such 
duly authorized agent, and every common 
carrier is hereby directed and required to 
cooperate with and aid the Commission in 
the work of the valuation of its property in 
such further particulars and to such extent as 
the Commission may require and direct, and 
all rules and regulations made by the Com¬ 
mission for the purpose of administering the 
provisions of this section and section 20 of 
this act shall have the full force and effect of 
law. Unless otherurise ordered by the Com¬ 
mission j with the reasons ther^or, the records 
and data of the Commission shall be open to the 
inspection and examination of the public. 
[Italics ours.] 

In the act of June 18, 1910, entitled ^^An act to 
create a commerce court and to amend the act 
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entitled ‘An act to regulate commerce/ approved 
February 4, 1887, as heretofore amended, and for 
other purposes,’^ it was, among other things, pro¬ 
vided: 

That a court of the United States is hereby 
created which shall be known as the com¬ 
merce court and shall have the jurisdiction 
now possessed by circuit courts of the United 
States and the judges thereof over all cases of 
the following kinds: 

First. All cases for the enforcement, other¬ 
wise than by adjudication and collection of a 
forfeiture or penalty or by infliction of crimi¬ 
nal punishment, of any order of the Inter¬ 
state Commerce Commission other than for 
the payment of money. 

Second. Cases brought to enjoin, set aside, 
annul, or suspend in whole or in part any order 
of the Interstate Commerce Commission. 

The jurisdiction of the commerce court over 
cases of the foregoing classes shall be exclu¬ 
sive; but this act shall not affect the jurisdic¬ 
tion now possessed by any circuit or district 
court of the United States over cases or pro¬ 
ceedings of a kind not within the above- 
enumerated classes. (36 Stat. L. 539-540.) 

The jurisdiction thus conferred upon and made 
exclusive in the Commerce Court was transferred to 
the district courts of the United States by the urgent 
deficiencies appropriations act of October 22, 1913, 
from which we quote as follows: 

The venue of any suit hereafter brought to 
enforce, suspend, or set aside, in whole or in 
part, any order of the Interstate Commerce 

43(M»-23-2 
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Commission shall be in the judicial district 
wherein is the residence of the party or any of 
the parties upon whose petition the order was 
made, except that where the order does not 
relate to transportation or is not made upon 
the petition of any party the venue shall be in 
the district where the matter complained of in 
the petition before the Commission arises, and 
except that where the order does not relate 
either to transportation or to a matter so com¬ 
plained of before the Commission the matter 
covered by the order shall be deemed to arise 
in the district where one of the petitioners in 
court has either its principal office or its prin¬ 
cipal operating office. In case such transpor¬ 
tation relates to a through shipment the term 
‘‘destination^^ shall be construed as meaning 
final destination of such shipment. 

The procedure in the district courts in respect 
to cases of which jurisdiction is conferred upon 
them by this act shall be the same as that here¬ 
tofore prevailing in the Commerce Court. 
♦ ♦ * (38 Stat. L. 219-220.) 

II. 


THE PETITION DOES NOT CONTAIN STATEMENTS OE AL¬ 
LEGATIONS OF FACT WHICH SHOW OR TEND TO SHOW 
EITHER THAT THE APPELLEES HAVE OR THAT ANT OF THEM 
HAS DONE ANT ACT IN CONFLICT WITH OR IN VIOLATION 
OF ANT LEGAL RIGHT OR ANT OTHER RIGHT OF THE AP¬ 
PELLANT, OR THAT THE APPELLEES HAVE OR THAT ANT 
OF THEM HAS FAILED OR REFUSED TO PERFORM ANT DUTT 
IMPOSED BT LAW. 


We have shown that said order of October 9 was 
made by the Commission under authority conferred 
upon it by the interstate commerce act and that the 
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validity of that order can not be questioned in this 
proceeding, and it is difficult for us to understand 
the theory upon which the appellees other than the 
Commission were made parties to the proceeding. 
Aside from the prayer thereof, said other appellees 
are mentioned only in the second and sixteenth 
paragraphs of the petition, which read: 

That respondent. Interstate Commerce Com¬ 
mission, is the commission created by the act 
last mentioned and charged with certain 
duties therein imposed; respondent George B. 
McGinty is secretary of said commission, and 
respondents, Charles F. Staples, Charles W. 
Needham, Howard M. Jones, and Theodore 
P. Artaud are citizens and residents of the 
District of Columbia, and are the acting 
director, the solicitor, the supervising engineer, 
and supervisor of land appraisals, respectively, 
of the bureau of valuation, a bureau made and 
constituted by the respondent. Interstate 
Commerce Commission, charged with the per¬ 
formance of the duties imposed upon said 
commission bv said section 19a of said act, 
and have under their immediate control cer¬ 
tain records, documents, and data hereinafter 
described. 

That respondents, Howard M. Jones, Theo¬ 
dore P. Artaud, Andrew Wiley [James M. 
Willey, jr.], Charles T. [F.] Staples, and 
Charles W. Needham are witnesses residing 
and living in the city ot Washington, within 
the jurisdiction of said commission and this 
court, .whose testimony is relevant and ma¬ 
terial to relator^s protest and who have in 


10 


their possession the aforesaid underlying data, 
which data is relevant and material evidence 
in behalf of relator's protest. 

Appellant alleges that said other appellees ^‘have 
under their immediate control certain records, docu¬ 
ments, and data,’^ described in the petition, but 
appellant also alleges that, in so far as they are con¬ 
nected with said records, documents, and data, said 
other appellees are acting as employees and operating 
under the control of the Commission. It is therefore 
apparent, we submit, that the petition does not con¬ 
tain statements or allegations of fact which show or 
tend to show that any of said other appellees has 
done any act in conflict with or in violation of any 
legal right or any other right of the appellant, or 
that any of said other appellees has failed or refused 
to perform any duty imposed by law. 

III. 

THE PETITION DOES NOT CONTAIN STATEMENTS OB AL¬ 
LEGATIONS OF FACT H'HICH SHOW OR TEND TO SHOW THAT 
THE COMMISSION HAS REFt SED TO ISSUE SUBPIENAS RE¬ 
QUIRING THE OTHER APPELLEES TO APPEAR AT A HEARING 
BEFORE THE COMMISSION AND TESTIFY CONCERNING THE 
VALUATION OF THE PROPERTY OF APPELLANT REFERRED 
TO IN THE PETITION. 

We think the quotations from the petition inserted 
under the last preceding heading show clearly that 
appellant does not wish to have the Commission issue 
any subpoenas except subpoenas duces tecum, that 
is to say, subpoenas which will require said other 
appellees to present at a hearing to be held before 
the Commission on the aforesaid protest of appel- 
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lant the records and data covered by the Commission's 
said order of October 9, 1922. It is probably not 
necessar}'' therefore to make any argument in this 
connection. However, in paragraph 15 of its peti¬ 
tion, appellant alleges that, when it so demands, the 
Commission is required by law ‘Ho subpoena wit¬ 
nesses to attend said hearing, with such documents 
as may be specified.The full text of said paragraph 
15 is: 

That under the act of Congress respondent. 
Interstate Commerce Commission, is required 
to fix a time for hearing its protest filed against 
the aforesaid tentative valuation, and to hear 
and consider any matter relative and material 
thereto which may be presented in support of 
said protest, and that it is also required under 
said act to subpoena witnesses to attend said 
hearing, with such documents as may be speci¬ 
fied, when demand is made therefor by relator. 

We have already called the court’s attention to the 
language contained in paragraph (e) of section 19a of 
the interstate commerce act, and in paragraph (c) of 
said section it is, among other things, provided that— 

Except as herein otherwise provided, the 
Commission shall have power to prescribe the 
method of procedure to be followed in the con¬ 
duct of the investigation, * * *. 

Also, in paragraph (1) of section 17 of said act it is, 
among other things, provided: 

That the Commission may conduct its pro¬ 
ceedings in such manner as will best conduce 
to the proper dispatch of business and to the 
ends of justice. The Commission shall have 
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an official seal, which shall be judicially noticed. 
Any member of the Commission may admin¬ 
ister oaths and affirmations and sign sub¬ 
poenas. 

We respectfully submit that the provisions of 
law to which we have called the court^s attention 
clearly show that the Congress intended to leave 
the Commission entirely free to exercise its own 
judgment and discretion in connection with the 
issuance of subpoenas duces tecum and also in 
connection with the issuance of other subpoenas, 
and that it would not be proper for this court, 
by the issuance of a writ of mandamus, to interfere 
in any way with the free exercise of such judgment 
and discretion. Upon this point we call attention 
to a decision of the Supreme Court, rendered on 
October 23, 1922, in Interstate Commerce Commission 
V. United States ex rel. Members of the Waste Mer~ 
chants* Association of New York, wherein it was 
held that— 

* * ♦ Mandamus can not be had to com¬ 
pel a particular exercise of judgment or dis¬ 
cretion * * ♦, or be used as a writ of 
error * ♦ 

IV. 

THE MOTION REFERRED TO IN THE PETITION AS 
EXHIBIT 4 IS ENTIRELT GENERAL IN CHARACTER, AND 
IN SAID MOTION NO PARTICULAR RECORD OR PARTICU¬ 
LAR DATUM IS MENTIONED, SPECIFIED, OR DESIGNATED. 

Appellant's description of the records and data 
it asked the Commission to permit it to inspect, 
etc., and the reasons advanced by appellant in 
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support of its application, are shown by two para¬ 
graphs of said motion, which read: 

The tentative valuations served herein are 
based upon certain underlying data now in 
the possession of the Bureau of Valuation, 
to wit, the original field notes, cost data, 
copies of contracts, records of construction 
costs, opinions, sales, assessments and other 
data, reports, records and compilations of 
the land, accounting and engineering sec¬ 
tions, which data petitioners have been denied 
the right to examine. 

Petitioners are informed, verily believe, and 
charge that said data is material to the issues 
herein and constitutes evidence in support of 
their protests filed herein, and that an inspec¬ 
tion and examination of the same will enable 
them to show at the trial that the aforesaid 
tentative valuations are wholly erroneous and 
without basis in law or in fact, and that the 
said tentative valuations should be set aside 
and held for naught. (Ex. 4 to petition, p. 2.) 

Even if there had been no other reason for doing 
so, we think the refusal of the Commission to act 
favorably upon appellant's said motion would have 
been justified by the indefiniteness and uncertainty 
shown by the language of the motion above quoted. 
We are unable to see an)rthing more or less in the 
motion than an attempt to secure what may prop¬ 
erly be called a search warrant which would enable 
appellant to enter upon a fishing expedition in the 
Commission's Bureau of Valuation for the purpose of 
ascertaining whether there is anything in the working 
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papers of the Commission's employees which, in the 
opinion of appellant, can profitably be used by it in 
any hearing before the Commission which may here¬ 
after be held upon the aforesaid protest of appellant. 
It goes without saying that representatives of the 
appellant and employees of the Commission could not 
at the same time use the records and data men¬ 
tioned, and this, we submit, clearly demonstrates the 
correctness of reasons for denying the motion set 
forth in the Commission's said order of October 9. 
The Commission there said, among other things, that 
to grant the motion would unnecessarily prolong the 
work [of valuation]; greatly increase the expense 
thereof, and greatly interfere with due performance 
of the regular duties of the Commission's employees. 

In Jenkins v. Bennett et at., 18 S. E. Rep., 929, the 
lower court had acted favorably upon a motion for 
permission to inspect and copy certain papers, and 
in reversing this action the Supreme Court of South 
Carolina said: 

* * * We think it clear that before this 
somewhat extraordinary power should be exer¬ 
cised, the moving party should show, at least 
prima facie, such fact or facts as would enable 
the court to exercise its discretion as to 
whether such a power as is invoked should be 
exercised. Now, in this case, no facts of any 
kind are stated in the affidavit upon which 
the motion was based. The bald statement 
that the papers desired to be inspected con¬ 
tain evidence relating to the merits of the 
action’^ is nothing more than an expression 
of the plaintiff^s opinion, and can not be re- 
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garded as the statement of any fact * * *. 
It seems to us that the order was erroneously 
granted, and should therefore be reversed; 
not because the circuit judge erred in the 
exercise of his discretion, but because the 
moving papers showed no facts upon which 
his discretion could be exercised. (Id. 931- 
932.) 

The theory of counsel for the appellant appears to 
be that the Commission can not perform properly 
the appraisal duties imposed upon it by section 19a 
of the interstate conunerce act, unless, upon de¬ 
mand, it exhibits to appellant for criticism all in¬ 
formation the Commission may obtain concerning 
costs and values pertaining to appellant’s property, 
in the investigation the Commission is required by 
said section to make. This view, however, fails to 
make any allowance for the important difference 
which exists between the duties the members of the 
Commission perform as appraisers under said sec¬ 
tion 19a and the duties they perform in determining 
disputed questions of fact in rate and other similar 
cases. 

A contention like the one counsel for the appellant 
are now making was made in Omaha v. Omaha 
Water Companyy 218 U. S. 180, and in stating the 
contention and ruling it to be unsound, the Supreme 
Court said: 

The next objection is that the appraisers 
heard evidence in the absence of the city and 
without opportunity to reply, and that this 
was such misconduct as to vitiate the valu- 
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ation. As already hinted, this was not a 
board of arbitrators. An arbitration implies 
a difference, a dispute, and involves ordinarily 
a hearing and all thereby implied * * *. 
(Id. 193-194.) 

In the present case there was not only no 
antecedent disagreement as to price, but the 
ordinance under which the purchase was to 
be made provided that the property was to 
pass “at an appraised valuation, which shall 
be ascertained by the estimate of three 
engineers,’^ * * *, (Id. 196.) 

That the great bulk of the evidence was 
heard or submitted in the presence of counsel 
representing both sides is true. This course 
did not, however, preclude them from enlight¬ 
ening their judgment as experts by either 
personal inspection or by informing them¬ 
selves in any other way of the value of the 
plant in question without calling in counsel 
if they desired further information. (Id. 197.) 

If the Commission, in fixing the final values of 
the properties of common carriers under the authority 
conferred and in accordance with the duties imposed 
upon it by said section 19a, commits errors of law, 
those errors can later be corrected in suits instituted 
in District Courts of the United States, but they can 
not be corrected, either before or after the final 
values are so fixed, in mandamus proceedings insti¬ 
tuted either in the Supreme Court of the District of 
Columbia or in any other court, because, as herein¬ 
before shown, “ mandamus can not be had to compel 
a particular exercise of judgment or discretion, or 
be used as a writ of error. 
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In their brief, counsel for appellant say: “This is 
not a suit to set aside or annul an order of the Inter¬ 
state Commerce Commission. The prayer of the 
petition asks no such relief.^^ It is obvious, how¬ 
ever, that if the court should grant the relief prayed 
for by appellant it would thereby set the order aside 
and render it ineffective. 

It is further apparent that if the court should 
require the Conunission to turn over to appellant for 
inspection, copying, photographing, etc., the original 
field notes, cost data, copies of contracts, records of 
construction costs, opinions, sales, assessments, and 
other data, which the Commission has collected in 
all parts of the United States in the performance of 
its duties under the Valuation Act, the forces of 
the Commission would, as a practical matter, be 
obliged to discontinue their present work of prepar¬ 
ing engineering, accounting, and land reports per¬ 
taining to the valuation of properties of common 
carriers located in different parts of the country 
until after appellant has completed the work of 
inspecting, copying, and photographing, above men¬ 
tioned. Even then, however, the Commission's em¬ 
ployees might not have an opportunity to resume 
their work of making reports, because, by the time 
appellant has completed its search for information in 
the Commission's Bureau of Valuation, some other 
carrier or carriers may wish to make a like search. 

Instead of introducing its own evidence, as con¬ 
templated by paragraph (i) of the Valuation Act, in 
support of its protest against items contained in the 
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tentative valuation report served upon it by the 
Commission, the details of which have been included 
in the underlying engineering, accounting, and land 
reports which have also been delivered to it, appellant 
insists upon being given an opportunity to show that 
the experts who did the work upon which the report 
is based were incompetent; that, even if they were 
not, the means they employed to inform themselves 
in the premises were not completely satisfactory to 
appellant and do not now have its entire approval, 
and that as a consequence the report is null and void 
and should not be given any legal effect. 

It is plain, we submit, that appellant is endeavoring 
to induce the court to assume and exercise jurisdic¬ 
tion over matters which are within the jurisdiction of 
the Commission and in connection with which the 
Commission has exercised its judgment and discretion 
in accordance with authority duly conferred upon it 
by the Congress. In other words, appellant is asking 
the court to order the issuance of a writ of mandamus 
to compel a particular exercise of judgment and dis¬ 
cretion on the part of the Commission, but this, as 
above shown, the court could not properly do. 

If, after appellant has introduced evidence in 
support of its protest in a hearing before the Commis¬ 
sion, evidence of a contrary import is introduced at 
the hearing, appellant will then have a right to test 
the accuracy, competency and relevancy of the latter 
evidence, but, in advance of the introduction by it of 
its own evidence, it may not properly insist upon 
being given an opportunity to examine all matters 
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in the Commission’s Bureau of Valuation for the 
purpose of ascertaining whether, in its opinion, such 
evidence of contrary import is therein contained. 
And what is said here about the introduction of 
evidence before the Commission will be equally 
applicable to the introduction of evidence in court if 
appellant challenges in court the validity of action 
the Commission may finally take in determining the 
value of appellant’s property. 

For the reasons above set forth we insist that the 
appeal in this case should be dismissed. 

Respectfully submitted. 

P. J. Farrell, 

For Interstate Commerce Commission, 
April, 1923. 
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